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U.S. CUSTOMS SERVICE REORGANIZATION
AND MODERNIZATION EFFORTS

MONDAY, JANUARY 30, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON TRADE,
Washington, D.C.
The subcommittee met, pursuant to call, at 12:58 p.m., in room
B-318, Rayburn House Office Building, Hon. Philip M. Crane
(chairman of the subcommittee) presiding.
[The press release announcing the hearing follows:]
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ADVISORY .

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
January 11, 1995
No. TR-1

CHAIRMAN CRANE ANNOUNCES HEARING ON
U.S, CUSTOMS SERVICE REORGANIZATION
. AND MODERNIZATION EFFORTS

Congressman Philip M. Crane (R-IL), Chairman of the Subcommitiee on Trade of the
Committee on Ways and Means today announced that the Subcommiutee will hold a hearing on the
U.S. Customs Service reorganization plan and the implementation of the Customs Modernization
Act. The hearing will take place on Monday, January 30, 1995, in room B-318 of the Rayburn
House Office Building, beginning at 1:00 p.m.

Oral testimony at this hearing will be heard from both invited and public witnesses. [nvited
witnesses will include Commissioner George Weise, U.S. Customs Service, and representatives
trom the General Accounting Office. Also, any individual or organization may submit a written
stalement for consideration by the Committee or for inclusion in the printed record of the hearing.

BACKGROUND:

On September 30, 1994, Customs announced a major reorganization plan. The Committee
on Ways and Means, through its oversight efforts in recent years and passage of the Customs
Modernization Acl, directed this change. Customs originally stated four goals for its reorganization
cffort: 10 make the organizalion more effective; to improve agency management; to secure more
stable sources of funding (i.e., user fees); and 10 comply with the goals of the National
Performance Review. The plan recommends: concentrating service delivery at existing port
facilities; reducing headquarters staff and restructuring the headquarters organization; eliminating
all regional and district offices and establishing Customs Management Centers to ge field
operations; and establishing Strategic Trade Centers to target trade enforcemem efforts

The Customs Modernization Act (known as the Mod Act) was enacled as part of the North
American Free Trade Agreement implementing legislation on December 8, 1993. The primary
purpose of the Act was to provide Customs with the legal authority to automate and modernize its
commercial processing procedures while providing for improvements in Customs enforcement.
The legislation resulied from an extensive legislative and oversight review of Cusioms commercial
operations conducted by the Committee. It included provisions to streamline and automate all
aspects of import processing, authority to establish the National Customs Automation Program, and
improvements in compliance with customs laws. Improvements in uniformity and due process
rights for imperters were also included. Originally introduced by Mr. Crane and Congressman
Sam Gibbons (D-FL), the Mod Act was a bipanisan Commitiee initiative.

Customs is now working out the detailed regulatory and operational steps required to
implement the massive organizational change and to implement the Mod Act.

In announcing the first hearing under his Chairmanship, Crane said: "I commend
Commissioner Weise for his leadership in reorganizing and modernizing Customs operations. This
effort is also the direct result of the Committee’s work and the legal framework created by the
Customs Modermization Act, of which [ was a prime sponsor. The significant changes at Customs
promise to improve services for t1¢ trade community and benefit the American taxpayers. They
are critically important, because of the expected increase in trade volumes and business activity
from recently completed trade agreements.

"Customs management has truly come full circle. In contrast to past efforts, I am gratified
that Custcrs has demonstrated a more objective and scientific approach to this reorganization, and
consulted widely with the trade community about its modermization plans. However, Customs
faces the challenge of coordinating all its many ambitious initiatives. Because the private sector
and the taxpayers have a I:rge stake in these plans, we must make every effort to ensure a
successful outcome. The Subcommittee plans to follow these plans closely as they unfold,
beginning with this hearing."



FOCUS OF THE HEARING:

The focus of the hearing will be to highlight Customs’ reorganization and modernization
efforts, and review what steps need to be taken to ensure successful implementation.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman or Bradley
Schreiber at (202) 225-1721 no later than the close of business, Thursday, January 19, 1995. The
telephone request should be followed by a formal written request to Phillip D. Moseley, Chief of
Staff, Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House
Office Building, Washington, D.C. 20515. The staff of the Subcommittee on Trade will notify by
telephone those scheduled (o appear as soon as possible after the filing deadline. Any questions
concerning a scheduled appearance should be directed to the Subcommittee staff at (202) 225-6649.

In view of the limited time available to hear wi the Sub ittee may not be able
to accommodate all requests 1o be heard. Those persons and organizations not scheduled for an
oral appearance are encouraged to submit written stalements for the record of the hearing. All
persons requesting to be heard, whether they are scheduled for oral testimony or not, will be
nolified as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly their
written statements in no more than five minutes. THE FIVE MINUTE RULE WILL BE
STRICTLY ENFORCED. The full written statement of each witness will be included in the
printed record.

In order (o assure the most productive use of the limited amount of time available to
question wilnesses, all witnesses scheduled 1o appear before the Subcommittee are required to
submit 200 copies of their prepared statements for review by Members prior (o the hesring.
Testimony should arrive at the Subcommittee on Trade office, room 1104 Longworth House Office
Building, no later than 1:00 p.m., Friday, January 27, 1995. Failure to do so may result in the
wilness being denied the opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed record of
the hearing should submit at least six (6) copies of their statement by the close of business,
Monday, February 13, 1995, 1o Phillip D. Moseley, Chief of Staff, Committee on Ways and
Means, U.S. House of Representatives, 1102 Longworth House Office Building, Washington, D.C.
20515. If those filing written statements wish 1o have their statements distributed to the press and
interested public at the hearing, they may deliver 200 additional copies for this purpose to the
Subcommittee on Trade office, room 1104 Longworth House Office Building, at least one hour
before the hearing begins.

FORMATTING REQUIREMENTS:

Each statement proseated for printing (o the Committes by & Withess. any written statemsat of exhidit sabamitted for the Jrinted record of any
writtsn comments In respoess tn & request for written commenty must conform to the-guidelines listed below. Any statsment er exbilit nat In
compiiance with (hese Quidelines will met be printsd, but will be maintained In the Cammittes fies for review and nae by the Conmitiee.

1 Al siataments and any accompanying exkibits for printing must be typed in single space en legal-size paper and may not axcesd &
tatal of 10 pages.

2z munu-munmumnwmmnwhm Instead, exhibit material should be
reforenced and quoted or parapbrased Al exhibit material not mesting thess in the Oles for review and
uss by the Committee

L 8 Statements must contain the aame and cenacity o which the witaess will appear or, for writtsn comments, the name and capacity of
(he perscm sebunitting the statament, a3 well as sy clienis Or persous, or any.organization for whom the witness appears or for whom the statememt
Is submittsd

4 A mapplomsntal sheet must accompany sach statament Ystiug he Rame, fall address, & teisphone sumbar whare the witsess or the
mmnyhmm-m-mnmmum'mnuu—--u::--mum This
sapypiamental shot will 3ot be Inclwdsd tn (he printed recerd.

The above restrictions and limitations apply oaly to material belug sabmitied for printiag. ond exhibits or material
m-mmdyl-mmumunmmn-mmpmmm—mdnmm‘mmmnn-l-

F 22221
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Chairman CRANE. Those of you folks that cannot be accommo-
dated with chairs, all I can suggest is find standing room. And we
apologize, but the committee room over in Longworth is occupied
by another subcommittee hearing, and they are part of the Con-
tract, and inasmuch as we are not part of the Contract, we got rel-
egated to B-311—or 318.

First, I want to welcome to this first hearing of the Trade Sub-
committee in the 104th Congress our distinguished Commissioner
and good friend, George Weise. And today we will highlight Cus-
toms’ reorganization and modernization efforts and review what
steps need to be taken to ensure successful implementation.

It is fitting that our first hearing concerns the Customs Service,
for the agency’s history is closely intertwined with that of the Ways
and Means Committee. Over 200 years ago, both the committee
and Customs were created by the First Congress back in 1789. At
that time, Customs revenues were the sole source of income for our
fledgling Nation. Tragically, that ceased to be after awhile.

Today, the importance of Customs in our ever-expanding global
trade cannot be underestimated. We rely on Customs to guard our
borders, fight the war on drugs, and enforce over 400 laws and reg-
ulations. In 1994 alone, Customs processed nearly 40 million im-
port entries and more than 50 million passengers and collected
over $22 billion in revenue. Oh, that our budget were still there.
With the passage of NAFTA and GATT, that workload will only
grow.

Given the importance of its mission, Customs’ reorganization and
modernization plan should be of great interest to the taxpayers, as
well as consumers and businesses throughout the Nation. The ef-
fort to modernize and streamline is a direct result of the commit-
tee’s work over the past several years and the legal framework cre-
ated by the Customs Modernization Act. I was proud to have been
its prime sponsor, along with my good friend, Sam Gibbons. The
Mod Act is a model of%)ipartisans ip and it is very gratifying to
see it is now bearing fruit.

Customs management has truly come full circle. Not too long
ago, the agency was suffering under antiquated systems and poor
management. Under Commissioner Carol Hallett, many improve-
ments began to be made. Now, under Commissioner Weise’s leader-
ship and with the passage of the Mod Act, Customs is well posi-
tioned to move into the next century. But we should not underesti-
mate the challenges that lie ahead in coordinating these many am-
bitious initiatives. As they say, the Devil is always in the details.

What Customs is proposing is nothing short of a complete change
in the culture of the organization, from gotcha-style enforcement to
informed compliance, from bureaucracy to consumer or customer
service, rather, from archaic paper to modern electronic technology.
It will take a sustained and well planned effort to pull it all off.

Because the private sector and the taxpayers have such a large
stake in these plans, we must take every effort to ensure a success-
ful outcome. That is why the subcommittee will follow these plans
closely as they unfold, beginning with this hearing.

Tod);l , along with the Commissioner, we have brought together
representatives from the GAO and the Treasury Employees Union,
both of whom played a major role in the modernization and reorga-
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nization effort. Also, appearing today are representatives of the
trade community, those most directly affected by these endeavors.

Commissioner Weise, congratulations on a job well done. Wel-
come back to the subcommittee.

And I will now yileld, before we hear your testimony, to my dis-
tinguished colleague, Charlie Rangel.

Mr. RANGEL. Let me join the Chairman in his welcome to our old
friend, Commissioner Weise. Certainly the U.S. Customs Service
over the years has had a terrific history and has done a great job
for the United States. Walking a tightrope in facilitating trade and
at the same time interdicting drugs in this country, has been dif-
ficult in the past. As we move on throughout history, changing
times means reorganization.

So I look forward to your plans for the future of the U.S. Cus-
toms Service and working with you, Mr. Chairman, and the other
members of this committee. I might add, you should feel proud that
your agency is not included in the Contract With America.

[The prepared statement follows:]



OPENING STATEMENT
CONGRESSMAN CHARLES B. RANGEL
RANKING MINORITY MEMBER
SUBCOMMITTEE ON TRADE
HEARING ON CUSTOMS REORGANIZATION
JANUARY 30, 1995

Mr. Chairman, I would like to join you in welcoming
Commissioner Weise and our other witnesses today to review the
proposed reorganization plan of the Customs Service and the
implementation of the Customs Modernization Act.

As we all know, the Customs Service and its approximately
18,000 employees perform a variety of tasks that are essential to
the economic health and well-being of this country. Its diverse
mission includes collecting duties, taxes, and fees on imports;
enforcing laws intended to prevent unfair trade practices; and
protecting public health by interdicting narcotics and other
hazardous goods before they enter the country. Customs is also
the initial source of information for trade statistics on imports
used in monitoring and formulating trade policy, which is the
primary responsibility of this Subcommittee.

While the Customs Service has a long and proud history, and
has carried out its mission with distinction over the years, it
has become evident in recent years that major changes in the way
Customs manages its affairs are needed. Rather than deny that
such changes are needed, I am pleased to say that the Customs
Service, under the leadership of Commissioner Weise, has accepted
the challenge of remaking itself to meet the demands of the 21st
Century.

I would like, therefore, to congratulate Commissioner Weise
and the Service on the way they have gone about the task of
reorganization. They have reached out to their employees, their
customers, the public at large, the Congress, and other Executive
branch agencies in formulating a reorganization plan that makes
sense for the Service and for the country as a whole. In my
view, the proposed reorganization plan is a sound one. While we
may discover during the course of our review that some
fine-tuning is appropriate, the plan as a whole deserves the
support of this Subcommittee.

Mr. Chairman, I look forward to reviewing the essential
elements of this plan with Commissioner Weise and the other
witnesses, and to working with you and Commissioner Weise to
ensure that the American people have the best Customs Service
possible.



7

Chairman CRANE. Are there any other members that would like
to welcome Commissioner Weise?

Well, then I think we will proceed. And if I may, George, suggest,
because you indicated to me that your testimony might go on for
1 hour, if you could summarize it in approximately 5 minutes and
the rest will be a part of the record.

I now yield to you, Honorable George.

STATEMENT OF HON. GEORGE J. WEISE, COMMISSIONER, U.S.
CUSTOMS SERVICE

Mr. WEISE. Well, thank you very much, Mr. Chairman, and I will
do my best to keep to the 5-minute rule.

May 1 first say, it is a real pleasure to have my first appearance
as a Commissioner of Customs back before my old subcommittee
also be the first hearing of this subcommittee, newly conformed. It
is really a great honor to be here. I have spent an awful lot of mo-
ments with all of you over many years, and it is a real pleasure
to have the opportunity to work as we always have closely between
the Customs Service and this subcommittee and the full committee.

As a matter of fact, before I get into any of the details about the
reorganization, I think I must commend not only this subcommittee
but the entire Ways and Means Committee. For more than 4 years
now, the committee has been pushing the U.S. Customs Service in
the direction that I think that you will see we are resulting in, in
this “People, Processes, & Partnerships Report,” that all of you
have before you.

[The report follows:]
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USTOMS REOR

TION

@EDRBANIZATIDN MESSAGE FROM
THE COMMISSIONER

It has been nearly 30 years since the U.S. Customs
Service has experienced significant changes to its present

and

2 pp With the cooper-

ation of Congress in lifting the statutory restrictions on

Customs reoiganizations, we now have the unique and

much needed opp to modernize and li
our operations and  structure.  Also  the
Administration’s National Perfc ce Review (NPR)

provides the additional encouragement to initiate bold
reforrs to improve our ability to meet our mission objec-
tives and to best serve the nation. The time is righe for

r) 1«

making our 10 a fi -

ing” of the U.S. Customs Service.

This Report is the Customs “bl * for preh

the plan is the emphasis Customs will place upon the
needs of its customers and stakeholders. All of our orga-
nizational changes are being proposed with this concept
in mind. Another very critical concept is that there will
be no reduction of existing services or personnel
resources at the Ports of Entry. In fact, we anticipate

£ by

hlichi

4 servi o
p services and p g cus-

tomer service standards.

Powerful improvements are
They will make the kind of differences we have been
waiting for. I firmly believe that we have developed plans

envisioned in the plans.

that incorporate the hopes expressed by Congress, our

customers and stakeholders and most importantly our

Jedi 1 1

sive change. The hallmark of this change is centered on
the way we organize, manage, operate, fead our agency,
and deal with our customers. Stated another way, it is
about People, P

also sets a vision to achicve 100% compliance, to become

L

and P The report

the most facilitative Customs Service in the world, to
form p hip and 1o become
the nation's supplier of international trade information.
Our vision and our new focus on People, Processes, and
Partnerships will enable Customs to meet the challenges
of the 21Ist century as a more efficient, effective, and

dantabl,

with our

public sector

There are many basic changes proposed in the Report.
Two of the changes are so important that they deserve
special mention. Probably the most important feature of

P

Whether fighting the

American industry from illegal trade practices, Customs

drug war, or protecting
and its people have made vast contributions to almost
every aspect of American life over the history of the
nation. This reorganization is intended to ensure the
continuation of that proud tradition and to ensure even
greater contribucions in the future. Our  collective
understanding, support and active participation are

essential in enabling Customs to achieve its vision and

full potential for service to the nation.

gﬂp J. Weise

Commissioner, U.S. Customs Service

RE IR




@%QTRDDUCTIDN & OVERVIEW

INTRODUCTION

True leadership creates an which enables
employees to make their best contribution to the goals of
the organization. In the autumn of 1993, the
Commissioner of Customs created such an environment
for a diverse group of twenty career Customs employees,
providing them with a simple but broad mandate: To
design an organizational structure for the Customs
Service that would prepare it to meet the challenges of
the nation at our borders in the 21st cencury. In October
of 1993, the study team assembled to begin its work.
Following are statements of the goals and methodology
used to conduct the study, and the findings and recom-

mendations of the study team.
TEAM GOALS

= To develop an organizational strucruze that will
enable Customs to meee the challenges of the 21st
century and ro become a more cfficient, effective,
and adaprabl, ion with high employ

involvement.

= To define our core business processes and to develop a
portfolio of management rools to provide for continu-
ous improvement, including business process re-engi-
neering (BPR), business process improvement (BPI),
process mapping, benchmarking, and warkout.

® To take tage of the opp ities provided by
the Vice President’s National Petformance Review
{NPR), and to implement the NPR in substance

and spiri.

INTRODUCTION & LIVERVIEW

= To explore ways to fund the Customs Service by user
fees in order 10 provide our customers with the level,
quality, and certainty of service they require.

METHODOLOGY

The following are the essential elements of the method-
ology used in conducting the study.

® The study team conducted a review of manage-
ment literature from which it developed a concep-
tual framework. This review was supported by
"

on process B¢ iques, con-
ducted by the Brookings Institution, which includ-
ed participation by 50 top execurives from the
Customs Service.

Partnerships were established with the Federal

Qualiry Institute (FQI) and the Narional Academy
of Public Administration (NAPA) which assembled
panels of executives from both the private and pub-
lic sectors who are experts in organizational change.

These executives represented such organizations as Ford,
AT&T, Corning, Xerox, the Air Force, the Nadonal
Security Agency, and the Internal Revenue Service. These
ided guid , change

implementation, reorganization in the federal environ-

panels p on project initiati

ment, and improvement of support services.

= The study team conducted group interviews and
town meetings, at Headquarters and in the field,
with Customs employees, other government agen-
cies, and industry members to gacher their views
on relationships with Customs.



» A summary of major concerns was drawn from
chese interviews and this summary was used 10
develop criteria to design various organizational
alternatives.

= Visioning sessions were conducted and facilitated
by Brockings and NAPA on various issues related

11
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problem, and the fact that the Customs organization
has not been restructured in 30 years.

RECOMMENDATIONS

Numerous recommendations for change to the Customs
= are made the report. Approval

to future needs of Customs such as the develop
ment of an Automated Export System (AES).

» Close coordination with and observation of the
activities of the Treasury Reinvention Team and the
Vice President’s NPR were maintained throughout
the study.

® The core operarional and support processes of the
Customs Service were identified and a theory of
organization was designed to facilitate the core
processes.

FINDINGS

One exccutive familiar with the Customs Service stated
“Customs is not a sick organization; you'e a healthy
organization trying to perform even better.” We agree;
however, the review revealed compelling reasons 1o
make major changes to Customs organization and oper-
ations. The recent enactment of the Customs
Modernization and Informed Compliance Act (“Mod
Act”), and the North American Free Trade Agreement
(NAFTA), and the conclusion of the Uruguay Round of
the General Agreement on Tariff and Trade (GATT)
talks will substancially change the Customs operating
environment, and provide opportunities and challenges
for Customs. Travel, trade, and tourism to the United

1 T

Scates are i cach year,

h h
g

and impk ion of these dations would

P

result in the following:

= A lined with fewer

layers, with more emphasis on the operational field
level (especially the ports), and a Customs-wide
orientation on processes at Headquarters and the
field.

= A new approach 1o managing Customs through
processes that would include the identification of
our core business and major support processes,
process improvement using a portfolio of manage-
ment tools, and the institution of a system to mea-
sure our performance against quantitative goals and
customer satisfaction.

A more inclusive approach to dealing with our
employees, other agencies, and customers in indus-
try by forming a partnership with the National
Treasury Employees Union (NTEU), including
customers in other agencies and industry in our
process management and goal setting, and develop-
ing standards for providing internal support services.

= A proactive approach to dealing with the major
crade issues facing the nation with the establish-
ment of Strategic Trade Centers (STC's) staffed by

cross-functional teams of analysts, auditors, trade
L

g B

into large increases in Customs workload, at a time
when our budget and staffing are more likely to be
reduced than increased. Factors prompting Customs to

I d

its org: ion and its ag

ment include the concerns captured from our group
interviews, opportunities provided by new communica-
tions and computer technologics, an altered attitude

regarding incerdiction as a solution to the narcotics

p and agents, whose objective will be
identifying the major trade enforcement issues and
developing strategies to prevent trade fraud rather
than merely treating the symptoms of problems

after they appear.

. Ani d emphasis on inf : hnol
that would build on and enhance Customs
Automated Commercial System (ACS).

&Y

IN TR TIO



INTRODUCTION

12

STOMS REORGANIZATION REPQORT

« A reinvestment of resources in fronc line

P | prog achieved by ining our
employees and reallocating resources to high

priority operational activities.
FINAL COMMENTS

Perhaps no agency in governmenc is as rich in history,
rradition, and accomplishment as Customs. From the
American Revolution to its present-day reinvention,
Customs has protected chis nation’s borders and collect-
ed the revenue that finances the government. The study
team 1s privileged to propose an organizational structure
and management approach to guide the agency into its

third cemury of service

CVERVIEL

These conceprs, implemented in partnership with our
employees and customers, will serve to carry Customs
into the next century. We would like ro thank the
Customs employees (both current and retired) trade and
industry representatives, and staff from Brookings, FQI
and NAPA for their assistance. We also worked closely
with the Treasury Department in refining this report and
received valuable input from their Commercial
Operations Advisory Committee (COAC). A special
thanks to Gary Taylor of American President Companics,
who suggested the theme: People, Processes and
Parenerships. The participation of all of these individuals
and groups reflects our emphasis on People, Processes

and Partnerships, which is the hallmark of rhis report.
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CHAPTER ONE

XECUTIVE SUMMARY

BACKGROUND AND INTRODUCTION

In October 1993, the Commissioner of Customs, George
J. Weise, blished the Customs Reorganization Study

Team and endowed it with a broad and simple charter:

Develop an organizational structure thac will enable the
Customs Service and its employees 1o make their maxi-
mum contribution to the nation. In response to chat
charter, a repart was produced which recommends man-

| structure chat

agement approaches and an org;
will enable Customs co meet the challenges of the 21st
Century as 2 more efficient, effective, and adapuable
with high employee invol

P

B

Being fully 2ware that demands for service from ics cus-
tomers will continue to increase, and that increases in
resources will not keep pace, the sindy team sought 10
find ways to move scaff from support functions to opera-
tional functions. This emphasis on cost avoidance, rather
than increases in appropriations, is especially well suited
1o the national need for deficit reducrion balanced with
customer service. To that end, the concept of reinvest-
ment is accentuated.

The reinvestment strategy direces available resources
toward the resolution of global trade issues, providing
increased artention to ensuring voluntary compliance

with trade laws through enhanced informed compliance

effores, imp

buildi

inf
g the use of
h

technology by

d

on and Customs’ A

Commercial System, and providing the employee 1rain-
ing necessary to enable us to implemenc process manage-

ment and customer focused approaches to our mission.

FINDINGS AND RECOMMENDATIONS

We have concluded thar the number and scope of mis-
sion challenges facing the Customs Service, combined

with the

concerns exp d by empl

abour the current management environment, make a
compelling case for significantly changing the Customs
management structure. [n arder o achieve the new vision
we have for the Customs Service, to increase its service to
the nation and to meer the challenges of the furure, we
need to wransform our culture to ane focusing on People,
Processes and Partnerships. By this we mean a culture

which is characterized by:

® managing esseniaf core processes. a change chat
will require integracing the many disciplines within
the Customs Service into more coordinared cfforts
10 achieve Cusroms mission goals:

serving the legicimate needs of our many customers
as the focus of our process managemenc efforcs.
and forming partnerships with them as a means of
meeting their needs and improviag our mission
performance; and,

building a workforce for the 21st century, working
cooperatively to develop strategies to tap the poten-
tial of our people so thar, working together, they
can meer the mission challenges facing the
Customs Service.

To this end, Customs will define its core processes and

move to 2 management approach centered around these

processes, identify our customers and their needs,
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develop methods for defining customers’ needs as process
kforce through of

our employees and an clevated Human Resources

goals, improve our

%

Manag prog realign the organizational struc-
ture to reduce layers and support the core processes, and
reinvest our resources into priority mission arcas. These
proposals, and the findings that led to them, are

described as follows:

& Numerous factors in the Customs operating envi-
ronment cranslace into a clear call to action o
develop new management and organizational
approaches. The challenge is ta mect the demands
of a mission which is rapidly growing morc com-
plex in nature and broader in scope. This mission
is complicated by rapid world economic and politi-
cal changes; the influx of illegal immigrants; trade
deficits; the epidemic of drug abuse; looming bud-
get shorfalls; the increasc in international trade,
travel, and tourism; the rapid advances in informa-
tion technology; and lhe demands imposed by new
legislation and i | trade such
as NAFI'A and GATT. Addressing d\se challenges
is further complicated by conditions within the
Customs management environment such as non-

uniform application of policies; ambiguities in pro-

gram pnonuu. a lack ofaccounublhty for mission
p defici in istrative ser-

vices; breakd in imporrant op } pro-

grams; and an organization characterized by layers
and internal barriers. (See Chapter 2)

s [n response to the call 10 action, Customs seeks to
define a yision for itsclf which builds upon its mis-
sion and establishes the broad goals of achieving
enhanced compliance with the laws it enforces. The
goal is to become the most facilitative Customs
Service in the world; to form partnerships with our
customers 10 meet our mission goals; and to
become the nation’s supplier of international trade
information. The foundation for this vision will be
the creation of the best working environment in the

government, one which allows our employees to
make their maximum contributions to the agency
and che nation. (See Chapter 3)

® Achieving our vision depends on our ability to
transform our culture to one based on People,
Processes, and Partnerships. We must form part-
nerships with our people and our customers, and

iously ad il relationshi
from y P

P

10 positive ones. This involves strengthening our
partnership with NTEU; involving employces,

and in 2 by
process. organizing around processes; building

with in trade, d

mdus:ry. and other agencna. training cmploycﬁ in

ques for managing by process; changing per-

f isals (o reward i d

PP P

service and achieving agency objectives; introduc-

ing effective measurement techniques; and using
outside consulring resources 10 assist us in the
transformation. (Sce Chapter 4)

Customs should formally move to and implement a
system of management by process. This approach
establishes a framework for seeking major improve-
ments in organizational performance through a
focus on improving service to customers. Process

will emphasize the integration of our

diverse functions into a coordinated strategy for
improving service delivery to customers. We will
emphasize horizontal integration, breaking down
buneu thac often develop among functional orga-
I comp The of cus-

tomer satisfaction will be a core element of our new

management culcure. Responsibiliry for leading the
overall agency effore reses with the Commissioner,

will rest with

but responsibility for developing and i

gies for imp g Core

the senior executives who are designared as process

owners. (See Chapter 5)

s In ition of the and d

tions of the NPR, and in responsc to the problems
and issues raised by our workforce and customers,

Customs should establish mmm

to enhance

Process owners will be n:ponsible for identifying
the full range of customers, determining customer
necds, developing measurable customer service
goals and sandards, developing strategics to achieve



the goals, and ng systems for ob
continuous customer feedback. (Sec Chaprer 6)

Achicving dramatic improvement in process opera-
tions and customer service will require significant
10 improving our human
The ch istics of this new

cavi-
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management by process, and to provide the
framework for pursuing a significant reduc-
tion in Headquarters siaffing. (Sec Chapter 8)

The changes and vision in this report will require a
long-term commitment of resources, energy, and

ment will stress our partnership with NTEU;
establish cross-functional teams as the routine way
of staffing process operations; provide extensive
training in process managemenc techniques and
customer service concepts; ensure performance
appraisals encourage tecamwork and reflect contri-
butions to process goals; and ensure that all
employees and managers are treaced with dignicy,
trust and respect. (See Chapter 7)

Cusroms should impk

to facilitate pursuit of our vision. The new scruc-

| changes

ture emphasizes customer scrvice, execution of
processes, and the bringing of employees cogether
along p g lines, while i

g manage-
ment overhead. The new organization:

 maintains the current number of ports o
ensure continued service delivery;

« replaces regions and districts with 20
Customs Management Cemcn (CMC) o

provide training, and ight of

The itiog is being
wefully planned. On April 4, 1994, the Transition
Manag, Team was established and tasked with
achieving cultural conversion, implementing
process and providing our emp
with the nerﬂsary training. Throughout this effort,

we will continue to listen to the concerns of our
workforce and customers, and establish incentives
for change to the new culture. (Sec Chapter 9}

CONCLUSION

The full report follows, containing dcmlcd findings and
rec darions. These a

synthesis of the concerns and ideas expressed by employ-
ces and customers, and reflect, as well, the opportunities
made available by the changes in the trade environment,
the sweeping reforms envisioned in the NPR and the
exciting management approaches being successfully
applied in the private sector. We firmly believe char this
synthesis accurately reflects a desire for change and

improvement on the part of our stakeholders and

ports and port processes;

« creates five Stracegic Trade Centers o
enhance our capability to address such major

1

trade i as textile
idumping, value, and intell

nights issues;

| property

+ collocates Special Agents in Charge (SAC's)
wuh the CMCs to foster the development of
grated gies for imp
our customers;

g service to

« restructures Customs Headquarters to pro-
vide a Customs-wide focus, to reduce the
number of issues requiring resolution by the
Office of the Commissioner, to facilitate

ployees. and that the resulti d will

1
create a better Customs Service for the 21st century.

] EXCOCUTIVE SUMMARY

TION REPURI
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CHAPTER TWO

HE CALL TO ACTION,
A COMPELLING CASE FOR CHANGE

INTRODUCTION

During the course of this study, ream members met with
several thousand employees, members of the trade com-
munity, and advisors to the study team from business and
academia. A frequent question from all groups was “Why
change?” Change is disruptive. Tt can be destructive. It
causes anxicty. Some, particularly Customs managers,
argue for the status quo. If you must change, they have
said, change deliberately and incrementally. We are a suc-
cessful organization. This is not an agency in crisis; it is
not broken.

Yo rlad

GENERAL ENVIRONMENT OF
CHANGE

Never in history has mankind experienced such a climate
of change. In the recent past, the world has witnessed:

® the collapse of the Soviet Union;
w the fall of the Berlin Wall;
# the liberation of Eastern Europe;

» the establishment of the European Union;

Others, particularly those in industry who have
on d: ic change, including reorganization and reengi-
ncering, argue just as forccfully thar change, and dramat-
ic change, is needed now. They believe that organizations

that do not make change and learning a way of life are
destined for obsolescence. Many believe thar any organi-
2ation not able to adapt to today’s rapidly changing envi-
ronment is an organization in crisis.

We recognize that change is difficult. A consuleant from
FQI advised that bringing about change in an organiza-
tion that views itself as successful is particularly difficult.
For good reasons Customs does view itself as successful;
however, we also believe that change is imperative.

In this chapter we discuss the general environment in
which Customs exists, and then the *push” (i.c., the prob-
lem areas and negative factors) and “pull” (i.¢., the poten-

tial opportunities) factors leading Customs to change.

® che gence of Japan and other powerful
economies throughout the Pacific rim;

® the skyrocketing of population growth;

. dented world emigrati and,

a the cxponential growth of new knowledge and
data, and the means to communicate it.

As the world’s greatest economic power, and largest
importer and exporter, the U.S. is intimately involved with
and affected by all of these changes. The rate of change at
our borders is increasing as well, as evidenced by:

® sub ial i ini ional trade, travel,

and tourism;

® 2 major trade agreement encompassing all of North
America;



® the crasion of the leadership position of many of
our leading industries and companies from auto-

mobiles to high technology:
= ani phasis on lleled trade and
budget deﬁcl 3

w epidemics of drug abuse, violent crime and ncw
illicie enterprises such as money laundering; and,

= new, large influxes of legal and illegal immigrants.

Customs is significantly impacted by these changes.
Each has a tie to our nation's borders and hence to
Customs icelf. In addition, even more specific facrors
compel Customs to improve its operations and service to
its customers.

FACTORS “PUSHING” CUSTOMS TO
CHANGE

Customs prides ieself in bemg a high performance,

hel.

sponsive and agilc organi N our peo-

ple and a variety of external observers of Customs suggest
areas for management improvement. Further, over the
years, there have been a variety of examples in which
Customy performance has been lacking, has not mer cus-
tomer expectations or has failed. The smdy team jdenti-
fied the following problems and deficienci

P

» a periodic :nd h@ visibility breakdown in unpor-

i

® a consensus among our people chat mission goals
are not clearly defined. and that there are too many

priorities;

® a persi of intra-agency squabbling
and destructive internal competition;

a history of adversarial relationships with other
agencies and customers;

» 2 partern of non~<ompliance with the Chief
Financial Officers (CFO) Act, and weak internal
concrols despite proliferating internal control
requirements;

a workforce that too often feels chat managemeac
does not welcome suggestions for improved opera-
tions and is burdened by a lack of understanding
of how their work is contributing to mission
accomplishment;

a widespread concern that we do not effectively
allocate our workforce to meet workload require-
ments;

® a training program that is seen as ineffective in
helping employees develop technical and supervi
1y competencies; and,

a chronic failure to meet the needs of incernal cus-
tomers for administrative support services.

While disappointing, there is nothing surprising here.
The Congress, the General Accounting Office, the

ant Pprogs g Ping.
murnanolul erade statistics, and enf of
value laws;

® a lack of uniformity in Cuscoms application of
laws, policies, and procedures;

®an d ion ch d by layers
and mumzl bamers that has not been updated in
30 years;

Dep: of the Treasury, the Treasury Inspector
General, and a number of internal studies have repeated-
ly idencified these and other deficiencies. Thesc problems
and issues were confirmed in our group interviews and
emphasized in our visioning sessions with cmployees, the
trade and other agencies. [a many areas, remedial actions
are under way to correct these problems. But, in many
cases, the existing structure and our approach to man-
agemen is ineffective. In chese cases, more comprehen-
sive solutions arc required.
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FACTORS “PULLING” CUSTOMS TO
CHANGE

While a focus on problems is sobering, a focus on oppor-
tunity is uplifting. Customs is blessed with a number of
opportunirics to serve its customers and the nation, and

a variety of new tools 1o do it with:

» the NPR provides the opportuniry for re-engineer-
ing our critical support services in budget, person-
nel, and procurement;

GATT and NAFTA represent challenging new
opportunities for Customs to meet increasing trade
demands for increased service;

the Customs Modernization Act relieves the
agency of anachronistic requirements dating back

two centuries, mandates reports on importer com-
pliance with the trade laws, and provides a new
framework for service under the “Informed
Compliance” provisions;

wani ing petitive i ional trade

environment requires Customs to be constantly
alert 1o more sophisticated fraudulent import prac-
tices jeopardizing the health, safety, environment,
securiry, and economy of the nation;

» new ad in inf ion and
technology provide an opportunity to revolutionize

our systems; and,

RESOURCES

U.S. Customs is not the world’s largest customs service;
however, we face a larger volume of trade than any other
customs adminiscration. The size of our workload is
compounded by its complexity, as cthe U.S. trades in
in the tariff schedules and with
almost cvery nation on earth. The geographic scope of
U.S. trade and the breadth of commodities covered result
in a myriad of mulcilarcral and bilaceral trade agreements
that further compound the difficulty of U.S. Customs
responsibilities. The U.S. role as the world’s most sophis-
ticated economy places additional burdens on U.S.
Customs to protect our environment and the health,

almost every

safety and security of our citizens. This is not to argue for
increases in Custorns staffing. Customs believes it can
meet these challenges, providing it has che latirude 10
reduce overhead and reinvest its resources in front-line
operations at the ports of entry, and in state-of-the-art
systems and information technology to increase its effi-
ciency and effectivencss.

CONCLUSION

Crisis or opportunity? Or both? Does it matter? It is
clear chat if we do not address the problems and cake

dvantage of the opp and chall on a large
scale we will become an obsolete, hollow and impover-
ished organization. If we accept the challenge and

embark on 2 bold journey of change, we have every

.

ment systems, such as process management, re-engi-
neeting and benchmarking, can improve customer
service and can be applied to the public sector.

® new business and

These are cxciting times to be in the federal sector, and
there are few agencies in government with greater
opportunities to serve the nation.

PP ity to make our next century of service as mean-
ingful as the first 200 years.
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INTRODUCTION

In the private sector, the entrepreneur has great laritude
in sclecting the type of business and market in which he
wishes to operate. In government, every agency’s mis-
sion, which effectively defines the agency’s “business” and
the marker in which it will operate, is determined by
Congress through legislative mandare. An agency with a
broad mission, including many and diversc responsibili-
tics, is naturally more prone to organizational confusion
than an agency with 2 more narrowly defined mission.
Nevertheless, such an agency is empowered with eppor-
cunitics for providing a broader range of public services.

THE CUSTOMS MISSION

Customs is onc of thosc agencies with a more cxpansive
mission and the agency has experienced both the advan-
tages and disadvantages that accompany the broader scope.
Customs current five year plan reemphasizes our mission:

As the Nasion's principel border agency, the mission of
the Unised States Customs Service is to ensure that all
goods entering and exiting the United Stases do so in
accordance with all United States laws and regulations.
This mission includes:

» Enforcing U.S. laws intended to prevens illegal trade

practices;

= Protecting the A public and

from the introds of prohibised hazardous and
naxious products;

® Assessing and collecting revenes in the form of duties,
taxes and fees on imported merchandise:

® Regulating the movemens of persons, carviers, merchan-
dise and commodities beeween the United Stases and
other nations while facilitating the movement of all
legitimare cargo, carriers, tmavelers, and mail;

» Interdicting narcosics and other consraband; and,

s Enforcing certain provisions of the export control laws
of the United States.

For 200 years, Customs officers have used a similar state-
menc of mission in protecting our borders. The challenge
today is to derive from that broad charter a vision to
guide and inspire our employees. This is ncither an casy

nor a one-time task.

DERIVING THE VISION

Customs derives its vision fror. the law, the mission, the
priorities of the Administration and the Congress, and the
needs of our customers. We use a varicty of techniques and
sources, ¢.g., interviews with customers and stakeholders,
the media, our strategic planning process, and review of
Congressional and E Branch p ding:
Developing the vision depends on the dynamic, ongoing,
and sometimes messy process wherein Customs matches
its mission and capabilities against the needs of the nation
and our customers. As a result of this process, the follow-
ing vision has been proposed for the Customs Service.
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= To achicve compliance with Customs and other
agency laws at the border at a rate approaching
100% by the end of the century.

Achieving this goal will protect industries from preda-
tory trade practices, ensure the health, safery, and secu-
rity of our citizens, protect the environment, and
provide accurate and timely statistics on internationai
trade. Qur predominant method of operation will be
to work effectively with the business community and
ather federal agencies co enable people and commerce
to voll ily comply with requi for legal entry
inco the United Saates. However, at the same rime, we
will ditect special investigative efforts toward thwarung
antempts 10 smuggle substances into the country that
threaten public health and safety. Process management
(as defined in Chapter S) pannershnps with our cus-
tomers, informed invi and intel-

ligence, and
wd]buh:molsusedroadumrhjsgoal

To become the most facilitative Customs Service
in the world.

The U.S. is the world's largest trader and a world-
wide champion of free trade. U.S. Customs should
serve as a role tnodel for border agencies throughout
the world by g the highest compliance and
enforcement rates, while using the latest electronic
technology to clear passengers and cargo more expedi-
tiously than any other customs service in the world.

In most cases, this will mean clearance before arrival
in the U.S. As ather more restrictive and deliberacely

i Cusioms ad follow our
Ind U.S. exports will receive fairer treatment.

devising strategies responsive to their needs, and mea-
suring our performance in addressing their needs. We
commit to improving our nation’s effectiveness in
combatting international drug trafficking and money
laundering by pledging to cooperare with any organi-
zation, public or privare, internationa! or domestic,
that is contmitted to the fight. Process management,
on-going customer feedback mechanisms, shared data
systems, data exchanges, and task force arrangements
will be the tools and techniques we will use to deter-
mine customer needs, meet customer requirements,
and serve as the basis for partnership.

To become the nation’s supplier of international
trade information.

Success in business and government is achieved by
those with access o the most accurate and timely
information. The Customs Service has a powerful
base of technological achievement which we can
build upon 10 provide this edge for the business
and governmental interests of the United States
that intersect at our borders. Our goal will be the
creation of ITIS which will make the Customs
Service the nation's provider of reliable, timely and
comprehensive import/export statistics, and other
information relared to trade and travel.

CONCLUSION

The vision proposed in this teport forms the basis for the
development of strategies, goals and objectives that wall
effectively serve the Customs Service through the end of
this century and beyond. In order 10 move toward this
vision, Customs will attempt to create the best working

in one which will allow our

Par hip wuh our d d informa-
tion, and | will
be the ools used 10 a:hlcv: this goal.

a To form p hips with our in

industry and government to mect oor compli-
ance, enforcement, and fucilitation goals.

Escablishi bi i
means recognizing all of

our g them as ions of our

agency, ddemumng :.nd understanding their needs,

8
employces 10 make their maximum contribution to the
goals of our agency and the government. We value our
people and the diversity they bring. We are committed to
identifying their concerns and implementing stracegies to
address their needs. We have established a partnership with
NTEU. We will clarify the roles of all employeu and orga-
hasi &

| uniss, and cross-

| teams as

tools and techniques 10 achieve our vision.
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CHAPTER FOUR

RANSFAORMING TO A CULTURE BASED
ON PEOPLE, PROCESSES, & PARTNERSHIPS

INTRODUCTION

It 1s quite possible that the Customs Service, in its 200
years, has never examined its culture, Our definition of
culture would include not only our values and what we
hold imporrant, but also the ways in which we interact
with each other, with our customers, and with other
agencies. The way we treat our employees, and how we
manage and lead are also importanc culcural “markers.”
In this chapter we take on the task of describing the cur-
rent stace of culture in Customs, our desired furure state,
and scrategies for moving toward a culture that centers on

people, processes, and partnerships.
CURRENT STATE

A rillion dollars worth of goods and almost one billion
people cross U.S. borders every year. Customs is respon-
sible for all of them. We are an action agency, not partic-
ularly given to incrospection. But 200 years of service has
endowed our organization with a definite character, onc

with both positive and negarive aspects. Among these are:

= Loyalty - Customs people are committed to the
nation, to the agency, to their discipline, to each
other. “Customs takes care of its own.”

Pride - Customs people are proud to serve the
nation and their agency. They ate proud of their
eradition of service and achievements.

Service - There is a “can do” atnitude in Customs.
From implementing the Canadian Free Trade Act
to interdicting drugs on the southern border, and

from supporting the Andean drug war ta enforc-
ing Bosnian sanctions, nobody does it berter than
Customs.

Creativity - When a national need arises Customs
frequently finds a way to contribute to the solution
at the borders. This has been demonstrated in areas
ranging from international money laundering to
intellectual property righrs, from chlorofluorocar-
bons to flammable pajamas.

Expertise - Customs has acquired a tradirion of
expert knowledge about commaodities, trade prac-
tices, and border issues. .

Some clements of the Customs culture are nor so posi-
tive. The agency’s loyalty to discipline. function, and
occupational scries sometimes becomes excessive. leading
to divisive internal comperition. In the past Customs has
engaged in destructive and high visibility curf bactles
with other agencies. Our management style would be
characterized as one of control, our relationship with our
union as adversarial. In recent years Customs has devel-
oped something of a customer focus, but there is a long
history of anragonistic relations with the trade commu-
niry. No concerted effort to develop an agency wide cus-
comer focus has been undercaken. While Customs has
aggressively and successfully automated and applied
ather technology, we manage subjectively, and intuitive-
ly. Only in the past few years have we initiated efforts to
institute strategic planning and to develop measurements

of statistical compliance with the trade laws.
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DESIRED FUTURE STATE

A culture evalves and emerges in an organization over a
period of time; in our case a very long time. It is a prod-
uct of our mission, our traditions, and our people. A cul-
ture is neither created our of whole cloth nor produced in
a vacuum. It cannot be transferred from one organization
to another. It cannot be transformed overnight, nor
should ic be. There should be a gradual and deliberate
transformation in our culture to build upon the positive
and replace the negative. The desired future state of the

culrure of Customs is to:

= build upon the positive aspects of the Customs cul-
ture including loyalty, pride, service, creativity, and
expertise; and,

3

. our h to one of

B PP
People, Processes and Partnerships.

What do we mean when we say we should replace the
negative aspects of our culture with a2 management
approach based on Peaple, Processes and Paccnerships?
We envision 2 future state in which Customs:

= manages the agency by process, i.c., concentrates
management attention on its core business process-
es, develops goals for the processes based on cus-
tomers’ needs, aligns employees with the processes
and provides the necessary support, develops and
uses a system of metrics 1o evaluate process aut-
comes and efficiency, and, based on employee
input and customer feedback, determines the need
for pracess improvement and utilizes the appropri-
ate management tools for the improvement effort;

= involves its people in process improvement efforts,
trains them in techniques for process improvement,
and creates an environment in which our employ-
ees can make their maximum contribution o the
goals of our customers and the agency, free from
bias and harassment of any kind; and,

P RAL

® interacts with our customers as partners with the
objective of working cooperatively with chem to
improve the processes, to meet customer needs and
10 improve mission performance.

This future stare is accainable and realistic. Customs has
already laid the groundwork for this direction by its

strategic planning initiatives, improved customer rela-

tions, and introd of a pli

program.

STRATEGIES FOR ACHIEVING THE
DESIRED FUTURE STATE

Creating a culture of People, Processes and Partnerships
will be a long-term cransformation requiring thought.
conviction, and hard werk. The following sirategies will

help with this transformation:

= a commitment from senior management, including
the C issi Assi C issi and
key field managers, to embrace this culture in both

their speech and their actions;

® train all managers, beginning at the top, on the val-
ues they must incorporare in this cultre; and,

® revise our appraisal process to reinforce the pre-
ceprs of this culrure.

CONCLUSION

Much time and commitment will be required ro achieve
the cultural £ we have described. On the
other hand, success in moving toward such an environ-

ment provides the potential to make Customs onc of the
most effective and successful organizations in govern-
ment, and ta provide che finest and mast satisfying work

environment for its employees.
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CHAPTER FIVE

C\_)/DBUSING ON CUSTOMS PROCESSES

INTRODUCTION

Corporations and federal agencies are increasingly focus-

A process focuses on not tasks. It

dividual di

directs ion 10 how i iF or compo-
nents within an organization contribure toward the

ing on identifying and yzing their op
processes 0 achieve gains in efficiency and effectiveness.
An understanding of core processes is critical to organi-
zations working to achieve their visions, o satisfy their
customers, to create meaningful work for their people,
and to maincain their vitality. This chapter presents the
theory of processes, introduces the process management

concept to the Customs envi and identifies our

achi of

faction. This provides an impetus for breaking down bar-

| goals and satis-

riers that often develop among the various functional
organizational components, thereby helping to achieve
organizational unity.

CUSTOMS AND MANAGING BY
PROCESS

core business and support processes.

WHAT IS A PROCESS?

As defined by Hammer and Champy in their book Re-
engineering the Corporation, a business process is “a col-
lection of activities that takes one or more kinds of input
and creates an outpur that is of value to the customer.” A
process rypically cuts across scveral functional bound-
aries. The elements of a process include the inpurs o the
process, the suppliers of those inpus, the outputs from
the process, the customers of the process, and the out-

comes in terms of value added for the process customers.

The focus on the customer is a crirical clement of the
new theory of business processes. By aiming to produce

value for the customer, the organization changes its focus

from the traditional focus up the 10 a focus

across the organization toward the customer, creating 2

more open and flexible management environment.

Should Customs move to a system of managing by
process? Whar will that mean ro the agency, its customers,
our managers, and our employees? How will it differ from
how we operate today? Is this just another management
fad or “flavor of the month,” like quality circles or the
“one minute managet™> What are the advantages to work-

ing in processes? Let’s address these issues.

In one sense Customs already works in processes.
Consider our system for processing at international air-

d of the following el

ports. The system is
» suppliers in the form of carriers and porr authoricies;
= inputs, e.g., passengers and conveyances;

= processes, e.g., inspection and collection of duty;

FOCUSING ON CUSTOMS PRUCESSES




= outputs
and other agency referrals;

lting in cleared p

customers that include the passenger, the carrier,
other agencies, and the public; and,

outcomes, or the goals of the process, which in this
case would be facilirative processing for the trav-
eller in compliance with all U.S. laws.

Passenger pracessing works well largely because it is han-
dled by one discipline, i.c., Inspection and Control.
Other processes and sub-processes, such as cargo process-
ing or fines, penaltics and forfeitures, do not work as well
because they involve almost every discipline in Customs
and require “hand-offs™ from one function to another.

g .

Freq one office pts to optimize its output at
the cxpense of the overall goals of the agency. Process
with its hori | ori across the

agency. will help ensure that all disciplines within the
organization understand and value the work of their
counterparts, and that we all strive to contribute to over-
all agency goals. The chart on the next page illustrates
this contrast between the core processes and the vertical
oricntation of our major organizational units.

Applying the theory of process management would rep-
resent several significanc changes in how we manage.

® Fisst, our managemenc effores will be driven by a
focus on achieving ambicious goals derived from
discussions with our customers. In the past, we
have not commirted ourselves to goals such as
achieving compliance with Customs and other
agency laws ar a rate approaching 100 percent.

Second, we will establish partnerships with our cus-
tomers, incorporating their needs into our goals.
‘We will make customer feedback central to how we
manage and assess our performance. We have never
artempted 10 achicve the close relationship that we
now intend to establish, and we have never before
incorporated customer feedback into our system of
performance measurement.

Third, to achieve the ambitious goals we will sct
1 functional

for
teams to establish comprehensive and integrated
stracegies. In the past we have focused on managing
programs devised within our functional disciplines,
which has resulted both in our people nor feeling
part of a common team and in a lack of focus on
the outcomes of our efforts.

we will emphasize cr
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Several steps will be needed to achieve the successful con-

version to managing by process. The following el

magnitude of thesc concerns, each of the key support

will need to be incorporated into Customs management
systems:

Tdentify all core business processes and msjor azpport

! processes.

Establish Executive Iprovement Team (EIT), diaired
by Comminiones, w provide policy lesdership.

5 | Desigmate Process Owmens o develop and implemens

plans to achieve major improvement goals

+ | Form Process Improvemnent Teama (PIT) to propose
detailed improvemenus in processes and sub-proocsses.

Use 1 portolio of management cools, including Bow

5 charting each process, t begin the sysemaric
improvement of the procemes.

Establish 2 syseem of measures for each process to evahi-

2

p was mapped by cross functional teams which
included ional |. Imp

P P

in many
of these support processes are under way, and further dra-

d through
In the impl
process we will redesign, automate, and re-engineer the

matic impi are
ing and NPR impl

P 8

support processes to the satisfaction of our internal cus-
tomers. Some of the key mission support processes are
presented in the chart entided “Customs Service Key
Support Processes.”

Both the core business and mission support processes
represent a first cut at defining Customs core processes.
Customs, like other organizacions, may go through a

(IT) wich che inprovemeat of our processes

ate arganizational performance and customer eods. series of refi in is definition of its p asit
; Develop methods for surveying custommer matisfaction, gains mote experience and insights into the interrelation-
both i'_“f““'“Y and mny ships of its processes. This is all part of a conrinuing
8 Gear orning Hmm 4 process of organizational learning.
processes and the eools for improving them.
5| Roconcie the  Year Pln with the procrses nd dasign i
a1 a guide for improving the processes. CONCLUSION
fo | o g e vy ofiforpacion rechnclogy

Managing by process is fundamental to realizing our

CUSTOMS CORE BUSINESS AND
SUPPORT PROCESSES

An effective organization must have a shared understand-
ing of its core processes. This comes from analysis and
debate within the organization and through discussions
with its customers, Deliberations within the study team
led to the identification of six corc mission related
processes which are depicted in the chart entitled
“Customs Core Processes.” The chart includes the sup-
pliers, inputs, work activities, outputs, customers, and
outcomes that are the essential elements of a process view

of our work.

Focus group interviews identified our support processes
as problem arcas. They were viewed as i

vision and addressing many of the concerns of our work-
force and customers. Process management provides the
framework for focusing on organizational goals devel-
oped in partnership with our customers, and for inte-
grating che cfforts of our various disciplines into a
coordinated strategy for achieving our goals. Process
management provides the means to clarify agency mis-
sion goals and priorities, and to clarify roles and respon-
sibilities within the organization for accomplishing the
goals. Finally, process management also fosters a culture
of teamwork. We will establish mission goals based on
customer needs and develop measuses for assessing our
performance in achieving thosc goals. By so doing, we
will provide a system that enables both our customers
and our people to understand what level of performance
we expect to achieve. This same system will allow our

and our 1

inefficient, control oriented, inordinately complicated,

and lacking in customer service. To better understand the

ployees to join in ing ways to

improve our performance.
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CHAPTER SIX

STABLISHING PARTNERSHIPS WITH OQUR CUSTOMERS
TO ENHANCE ODORGANIZATIONAL EFFECTIVENESS

INTRODUCTION

Focusing the organization’s attention on satisfying the cus-
tomer is an essential clement of process management.
While
in business, the concept is newer in the government, where
it is supported by the G and
Results Act and the Nationat Performance Review. While
recognizing chat there are fundamental differences

{ N

service is 2 p operating phil

Perfe
Per

berween the private and public sectors, the NPR also rec-
ognizes that a focus on satisfying the customer can be
instrumental in increasing the responsiveness of the
bureaucracy ro taxpayer concerns that government costs
oo much and provides too licde.

In previous studies of the Customs organization and at the
outset of this study. the initial focus was on developing
ways to make Customs more efficient. As a result of group

interviews and visioning sessions, however. more

TR

CURRENT STATE

Customs has given considerable attention to irs external
customers in the past. The broker and imporcer commu-
nities give Customs high marks for the Automated
Commercial System (ACS) as a means of transacting the
business necessary for filing Customs entries. Our cus-
tomer group interviews reaffirm the sense that Customs
has made greae strides in improving relationships with the
trade communicy during the early 1990, and they recog-
nize Customs as one of the most responsive federal agen-
cies with which they deal. Passage of the Modernization
Act, with its informed compliance tenet, has accented
Customs need to interact even more closely with its cus-
tomers so that they can atrain higher levels of compliance
qui through edi

with import | initiatives.

Nevertheless, the concept of customer service has been a

was placed on ways 1o better meet the needs of our cus-
tomers. Ideas such as closing low volume ports, centraliz-
ing FP&F or consolidating classification and value
functions were replaced with proposals to maintain or
increase customer service levels through technology or

i We uldi ly d
customer service produces true cfficiency by directing our

d that focusing on

resources where they can best meet customer and mission
needs,

This chapter explains how we will establish partnerships
with customers in order to satisfy their requirements.

ing source of c within Customs. This

has been embodied in the ing debate

over achieving the right balance between enforcing the law
and facilicating the flow of conveyances, merchandise, and

people into the country. Fusther, the agency has tended 1o
focus on one custamer at a time to the exclusion of other
customers. At various titmes, priority has been given to the
concerns of brokers, importers, and domestic industry. But
Customs has never incorporated customer service goals
into its goal setting and performance measurement

processes.

made d
tions for improved performance, which are depicted in the

As a result, our ¢

following table.

[V NIR TS

TR RIIAH



Implement trade eafoecemens programe thar moee clifectivdy combe|
sctiows

and foaed issocs.
Improve uaiformity of policy
Tncresse the ity of regolacions, rulings, i 00, and
enforcement.
Release cargn efficiendly and expediciouly.
Incarese responsivences w questions sbout satus of shipeaenes and
peoteses.
Provide mare consiznonr sad rebiblr seapomses w infarmacion
roquests.

Improve wraining of dhe Customs wodkorce.
Adopt more of « customer mervice attitude.
cespansive to customey noods-

Our vision of how we will relace with our customers in
the future calls for recognizing all of our customers,
accepting them 25 extensions of our agency, determining
and understanding their needs, and devising strategies
responsive to their necds which are consistent with our
ability to deliver.

Like other organizations, we will face numerous chal-
fenges to achieving our vision because we are often faced
with flicting i

imports to clear Customs without examination, while

incerests, wane all

domestic interests might desire 100 percenc examination.
Our goal for dealing with such instances of competing
interests will be to minimize customer dissatis-

Ensure acorss to people for quick problem resobstion.
hasize greater i ion ead Y with customens.
Tncroase coctivencn of sl srcms.

faction with our operations. The way to realize this goal
is by continually measuring the efficiency and effective-
ness of our business processes.

Clearly stated and cangible customer service sandards or

[ I ploy Xp d about ineffec- forall p need to be established for both
tive administrative support and did nox feel that they are our internal and external customers. This involves setting

d as of our admini suppon targees for improvement and commicting the efforts of
processes. Instead, they plained of being burdened the organization to their achi pecially in the

with supporting the systems that were intended 1o sup-
port them. And they share the concerns of the external
customers about the adequacy of the Customs craining
programs, coordination with other agencies, and a lack of
uniformity in operations. The resukc is that our past
cfforts have not proven satisfactory to cither external cus-

tomers or Customs personnel.
DESIRED STATE

It is clear thar achieving our vision of forging mare effec-
tive partnerships to accomplish our mission will require a
isticated approach 1o managing wca-

tionships than we have cxercised to this poine.

1

more

Understanding our customers and their needs is the key
to re-cngincering our existing processes to make them
more effective and cfficient.

[N W ER T e

area of informed complia;lcz. This also requires a com-
mitment by the agency leadership both to external cus-
tomers and to agency employces. Only in chis way can we

ensure that Customs is i ing outside p

into its judgments about the value of its processes in
accomplishing the agency's mission. [t is important te be
clear thay, in our attempis to satisfy all of our customers,
our first priority is to protect the health, safety and secu-
rity of the public.

p dards for care
processes are depicted in the table on the nexr page.
These dards are for ill purposes only. Actual

dards need to be developed based on needs,
mission requirements and process outcomes. Further, we
have much work 10 do to develop reliable baseline per-
formance data.

Some les of service
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Increase complisnce with all Lews from 96% to 99%
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NI

EYYRTRINEN
Broadly define compliance in terms of industries or
companies, tacher chan on a transsction basis

& Intelligenee | Increase the oumber of respondents who are
atified with the rdevance and timeliness of
intelligenee enalyses from 60% o 80%

Tncrease caswater sadafaction with the fpoed,

gt e e perocniage of pasengess deared with 5| Provide incencivsfor complance n tems o reduced et
Compliance | .. 15 minuces from 82% w0 90% and cinme for compli
Cargo Increase compliance with all laws from 85% o 95% 3 The cargo compliance proceas should be electronieally
Compliance | 12P1ove trpeing cifciency o hat i driven, .
produciog di increase from 9% tw 25%] 4| Resolve ames in the penahty process faser and in an
Increase the percencage of inspecrors who said they impartial manoer
were satisfied with overalt coordinacion with 5 Industry enforcement goals should be darified.
lovestigations |  Special Agenss from B5% to 95% ¢ | mprove responsivenes o customers with easy access, one

posnr of contact, and one documented answer.
Promote the value of partmcrship toward the goal of
7 compliance through an emphasis on information and
snalyis.

programming necds from 80% to 90%

The development of performance standards to satisfy
customer requircments will be the responsibility of
process owners. Systematic discussions with customers
are a key 1o determining their needs and providing the
basis for deciding what strategies to undertake and what

performance measures to establish.

We held such discussions for five mission-related activi-
ties and five administrative processes. Called process

visioning, these sessions i < and

Personad accuracy and efficiency of peasonnel services 8 | Ensurc oquitable trestment of large and small players.
from 75% to 90% Provide the Rexibility w recognize geogriphic distincrions
Reduce space acquisition cycle time from 9 months B where dacy are 2 Eacoor, nariocal emphasis where they and
t0 4 moathy not, and move sway, wherrver possible, from the

Logistia [ Incresse complisnce with CFO Act by barder/paine of entry emphasis of the past.
for 100% of capicalized equipment as verified Differencisce more becween industry secton in the
by the sanual inventory 10 compliance process with Customs personnel becoming
Raise the percentage of employees who are sarisfied indusery rish asseszment specialists.

Information |  wich che delivery of automated equipment,

Management | availabilicy of training, and responsiveness to

The results of all visioning sessions will be made available

i

to the Execurive 1 Team and to d

P
process ownets 10 serve as a starting point in identifying

customer needs and developing appropriate performance

measures,

STRAYEGIES FOR ACHIEVING THE
DESIRED STATE

FQI has provided the study team with concepts to enable

Customs to develop a2 more rational and systematic

Customs managers in the assessment of the future envi-

{ved pproach to identifying our d ing their
needs, incorparating those needs into our performance goals
and jes, and ing the cffecti of our scrate-

ronment and a definition of performance objectives, such
as cost, time, quality, and service responsiveness levels.
For illustrative purposcs, the petformance criteria devel-
oped during the cargo compliance session are summa-
rized in the following table.

]

gics in satisfying those needs.

The following strategies will achieve the desired future state.

# Train key managers in customer service concepts.

TNL i1 FS
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@ Charge process owners with incorporating cus-
tomer service goals into operating plans to support
the Five Year Plan. Process owners will identify the
full range of customers, determine customer needs,
develop measurable customer service goals, and
develop strategies to achicve the goals.

Use the performance evaluation phase of the annu-
al planning cycle to assess process owners’ perfor-
mance in attaining customer service goals.

Make achicvement of customer service goals an
integral pant of institutional efforts to assess organi-
zationa) and individual performance.

Provide for regular concace with customers to
obtain cheir assessment of our performance, and to
engage in a continuing dialogue about how
Customs, in cooperation with its customers, can
continue to improve its service delivery.

Ensure chat Customs has the necessary expertise in
survey evaluarion and statistical methodologies to
support its efforts to develop customer service
information.

Lus1OmCR

CONCLUSION

Ferahlich: v

g p ps to address needs will
have many benefits for Customs. It will represent a wel-

come change from the often antagonistic relationships of
the past. Developing partnerships with our sister agencies
will help 10 improve our mission performance and to
meet a persistent desire of the private sector for more
coordinated federal enforcement policies and procedures.
Partnerships with the private sector will provide us with
a berter basis for clarifying our goals and priorities for our

d C ide strate-

people, and developing integ
gies to satisfy customer needs. Through the use of agreed
upon measures of pecformance, we will be in a betcer
pasition to assess the benefits of various programs and
make becter resource allocation decisions. We will also
have a beteer basis for clarifying roles and responsibilities
. Thus, the application of

service concepts not only addresses the concerns of our

for goal achi

partners, but many of the concerns of our people.
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CHAPTER SEVEN

%UILDING A WORKFORCE FOR THE 21ST CENTURY

INTRODUCTION

Developing an agency culture based on people, process-

¢s, and partnerships is a formidable challenge. The essen-

tial clement in achieving such a culture is, of course,
human resources. We cannot hope to achieve our vision
or desired culture without the understanding and com-
mitment of our employces. However, a human resources
plan cannot be developed in a vacuum, rathet it must be
derived from our vision for the agency, from the process-
es which represent the work of the agency to achieve thar

vision, and from the requirements of our customers.

In this chapter we outline the current scate of our human
resources program in Customs, describe the desired

dations and

times. Our

pl have perf d superbly

the need, crisis, or challenge.

Customs people have been proud 1o serve. As in the mil-
itary, “It is not just a job, it's a carcer.” Along with the sat-

isfaction of serving have come securc jobs, fair pay,

progr d opportuni-

ties, and the respect and admiration of the people we

benefits,

serve. In many parts of the country and in many small
communities, Customs jobs are the best and the best pay-
ing. In recognition of these benefits most employees
make Customs a career. Few leave Customs and many of
those who do. seek to return.

At the same time, as noted in our group interviews wich

future state, and develop
for realizing the desired stace.

CURRENT STATE

In this difficult cconomic environment, a secure federal
job is a good job. A career in the Customs Service is 2 rare
opportunity to serve the nation. Few federal employees
have the opportunity to serve their nation so well as
Customs employees. Almost every great challenge facing
the country in recent decades has involved Customs.
From narcotics wafficking to moncy laundering, from
trade deficits to budget deficits, from predatory trade
practices to petiti from p of wadi-
tional facturing to high technology industries, from
the safeguarding of health, safety, and envitonment to
national security, Customs has been ar the forcfront in
contributing to solutions of the great problems of our

pl our human resource environment has severe
deficiencies. On the negative side, our agency human
resource environment could be characterized as follows:
4 -1 relationsh

s an ip with our employ

union;
= a control-oriented management style;

= an Office of Human Resources perceived as non-
responsive to employee needs;

®» training programs that do not meet employee
developmental needs, do not prepare them to

improve their perf d

and are not deli in

a time frame that aflows employees to immediately
apply what they have learned (i.e., we do not have
“just in time” training);
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= an organization that too often fails to encourage STRATEGIES FOR ACHIEVING THE
employees to apply their training on the job; DESIRED STATE

= an organizational structure with too many layers The following clements are strategies for achieving the

between top management and front line employees,
hindering effective icati and,

® a loyalty to function and discipline chat frequendy
results in destructive internal competicion.

DESIRED STATE

It is che firsc obligation of Ieadership to provide an envi-
ronment in which employees can make their best contri-
burion to the goals of the organization, frec from fear,
harassment, and bias. The desired state of the Customs
human resource program is to achieve such an environ-
ment, to maintain the many positive aspects of our work-
ing conditions, and to remove the obstacles and negative
aspects in our work sitvation. In summary, our desired

future human resources scate would include:

w a positive relationship with our clected and
R .

PP pioy P

= 2 more collegial approach to dealing with employ-
ces, and a toward a style

characierized by supporting and coaching;

an Office of Human Resources that serves employ-
ces as internal customers and supports management
in achieving operational goals through strategic
human resources planning;

a lined ization without Y

layers;

a beteer understanding by all disciplines and
employees of the goals of the organization, and the
role that cach discipline and organizational element
plays in the achievement of those goals; and,

® an organization in which all employees are provid-
ed with quality training designed to improve their
performance and delivered “just in time™.

' CENTURY WUORKFORUE

desired future state:

# clevate the Office of Human Resources within the
structure of the new organization (o integrace all
human resource processes;

® emphasize cross functional teams as a routine
approach to Custams operations;

= ensure that training programs are geared toward
improving the capacity of employees to contribute
to process improvement and customer necds;

« take advantage of the opportunities in personnel
management provided by the NPR to reduce costly
requirements to comply with extensive federal per-
sannel regulacions, and to establish more flexible
performance management and reward systems;

refine the human resources management support
process and apply the management tools to
improve the process, including re-engineering, to
take advantage of the NPR;

urilize training in process management techniques
10 explain the value and role of all disciplines with-
in the Customs Service;

= make greater use of the expertise available from our
customers in designing and delivering effective
training programs;

involve and train all employees and managers in
the techniques of process imp and cus-

tomer service;

develop/modify performance appraisal systems for
senior executives, managers and employecs to
reflect contributions o processes and work in the
cross functional team environment;



» provide Customs managers, supervisors and NTEU
officers with che training necessary to implement
the desired employ i style;

PP 8
and,

initiate a system of employee feedback on manager-
ial and supervisory performance 1o assess our
progress in moving toward a management style that
supports the development of our people.

NTEU PARTNERSHIP

On June 13, 1994, the U.S. Customs Service and the
Nacional Treasury Employees Union entered into a far-
reaching labor-management partnership with the aim of
building the Customs Service into a successful and cffi-
cient organization responsive 1o the pressing needs of our
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CONCLUSION

FQI advised our study tcam that employee satisfaction
begets customer satisfaction. We cannor achieve our
vision without acceptance by our people, and without
systems that encourage innovation, invite risk taking,
and promote efficiencies. We believe that our proposals
for changing the Customs Service respond to the con-
cerns expressed by our people. The heightened attencion
we will give to human resources planning will lead to bet-
ter linkages with mission planning, resulting in clarifying
the roles and responsibilities of our people in mission
accomplish and encouraging k. Through
our partnership with NTEU, we signal an intent to

involve our people in both the identification and solu-
tion of management problems. Through a renewed com-

Nation, and ive to the of its employ
Through Partnership Councils and employee empower-
ment we will strive for those goals thac are crucial to the
Customs mission, and by obraining them we will gain a
renewed sense of job satisfaction and achievement, while
at the same time setting a new and greater standard for
others 1o reach.

1o training, we will ensure that our people have
both the technical teaining and che understanding of
. .

process imp [ ib fully w0

the reinvention of the Customs Service.




U.S. CUSTOMS REORGAN

36

T1ION REFPORT

CHAPTER EIGHT

@RBANIZATIDNAL STRUCTURE

INTRODUCTION

The old axiom that “form follows function” is a funda-
mental principal of organizational architecture. In
designing the organizational structure for Customs, the
study team established goals to define the core business
processes of Customs and to develop, from the bottom
up, an organizational structure that would facilitate
achievement of the goals of those core processes. In this
chapter we review the current state of Customs organiza-
tion and present the proposed new structure based on the
core processes.

CURRENT ORGANIZATIONAL
STRUCTURE

The current structure of the Customs Service has been
in place, with only minor changes, since the mid-
1960's. This structure is a result of the 1965 “Stover
Report” which called for consolidation of the 47
“Collection Districts” into 25 districts, with aversight
by a new layer of six (6) rcgions and a realigned
Headquarters with four (4) major offices. The objective
was to create an organization with “uniry of command”
ac all levels and responsiveness to the users of Customs
services. Although the Stover proposals were not fully
implemented (the numbers of districes and regions cre-
ated exceeded the original plan) the resulting organiza-
tion has served us for almost 30 years. Through this
organization, or in some cases in spitc of it, Customs
employees made their contributions to the nation by

collecting billions of dollars in revenue, seizing tons of

narcotics, preventing predatory trade practices, and

protecting our borders from a variety of threats to the

nation’s health, safety, security, and environment.

The currenc structure includes:

® a Head isting of 1,800 full-time per-

q
manent personnel;

& seven (7) regions;

o 42 districts;

® 27 Special Agenc in Charge (SAC) offices;
= 301 ports of entry; and,

® 105 Resident Agent in Charge (RAC) and Resident
Agent (RA) offices.

It is the general consensus of Customs personnel and cus-
tomers that the current seructure is now outdacted and
obsolete, and in some ways actually dysfunctional. The
current structure has been characterized as:

® layered and hierarchical;

» lacking the cooperation and coordination among
functional units needed to achieve mission goals;

® based on a command and control style of manage-
ment; and,

= obsolete as a result of new management techniques
. ccati ol

and

P (Y



A number of changes within Customs and our aperating
environment have necessitated a review of our organiza-
tional seructure, The tremendous growth in our work-
load, rthe size of the organization, the growth in
administrative and overhead positions, changes in tech-
nology, new requirements placed on the agency, changes
in trade and wavel patcerns, and unnecessary layers and
barriers in the organization growing over time are all fac-
izational

tors Teq g an ol ing.

DESIRED ORGANIZATIONAL
STRUCTURE

Creating an organizational structure thar addresses our
current problems, facilitates a move to process oriented
management, and which allows adaptation to an envi-
ronment of continuous change fequires a bold new
design. To this end. the study team built the proposed
new structure from the ground up, with a foundation
based on the ports. Since the ports are already dedicated

10 process ion and service,

effores were direcred at the remaining parts of the struc-
ture, namely, at the disericts, regions and Headquarters.
As a result, the ports will be empowered with some of the
functions and authoriry now held in the district and
regional offices. A graphic view of this transfer of respon-
sibility is shown on the Customer Service Locations
chart. The new organization was designed with a cus-
tomer focus. The result, described as follows, is a simpli-
fied, three level organizational structure that emphasizes
service delivery at the field leve) and minimizes manage-

ment overhead.

Field Operations Level - The key component at this level
is the port, with investigative, intelligence and interdic-
tion support provided by the SAC's, RACs and Air
Branches. As noted above, changes at this level will be
minimal, and directed toward bolstering the cxisting

resources as follows:

® The number of ports will remain unchanged. Any
service currently provided at a port will continue
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under the reorganization. The intent of the reorga-
nization is to enhance service delivery at each port
through business process improvement (BPI) tech-
niques undertaken by systematic consultation with

our Customs will or increase

port staffing levels as a resule of this reorganization.

The number of RAC's will be increased from 105
to 112 by converting seven (7) SAC’s 10 RAC sta-
tus. This name change will nor affect currenc
staffing levels or the level of investigative effort
undertaken at the affected locations;

The number of air branches will be increased from
9 1o 11 by consolidating two C31 centers into a
single C3] Branch and converting the Surveillance
Support Center into a Branch.

Ficld Management Level - This level represents a major
change from the current organization to produce a
streamlined management layer devoted to supporting the
employees and processes ar the field operations level.
These components and the changes from the current
organization are discussed below:

= Twenty Customs Management Centers (CMC'’s)
will be created as 2 single management level
between the 301 pors and Headquarters. The 20
CMC'’s will report to the Assistane Commissioner
(Field Op ) in Customs Headq . They
will oversee execution of the core business processes

at the ports within their respective geographic areas
shown on the "Customs Management Area” map,
and will coordinate with counterpart SAC offices
in executing the ant-smuggling core process. Their
most important function will be to ensure that
Customs delivers high quality uniform service at
the ports within each area, but they will not be a
formal level of appeal for external matters.
Employees at the CMC's will work with
Headquarters process owners to develop workable
policies for the field, and with port directors to
achieve national goals while mecting the challenges
posed by the diverse locations where Customs
delivers ics services. In addition, CMC's will

DA NIZ STILINAL S




provide administrative support to ports, and will
play a cricical role in oversceing national policics
intended ro improve and develop our most impor-
tant resource: Our people.

The 20 CMC areas indicated in this report should
be understood to be the maximum number for
effective and efficient administracion. If Customs
were required to sub-divide any of the indicated
areas, the resulting units would have too small a

rkload and Customs workforce to be op d
effectively. In addition, the opportunities for over-
head reduction which ate crucial to implementing
other steeamlining proposals would not be possible.
Also, any expansion of that number would disrupt
the incegration of the functions of CMC's and
SAC's.

Five Strategic Trade Centers (STC's), each wich a
defined area of responsibility, will be created 1o
enhance Customs capacity to address major trade
issues such as textile transshipment, value, anti-
dumping, and intellecrual property rights enforce-
ment. The approach will emphasize cross
-functional teams composed of auditors, agents,
trade specialists, and analysts. The scope of STC
operations will be national and intcrmacional, with
cach center taking the lead in analyzing threats and
developi ies for addressing crade issues.

PIng 8

To assure a global focus and to avoid duplication,
the STC’s will have assigned arcas, for instance
NAFTA, textile transshipment, and IPR. Thus they
would serve as a national resource for all CMC's
and SAC's. Based on their research and analyses,
STC's might conclude that significant problems do,
in fact, exist. They would then reccommend new and
creative actions and strategies to deal with the prob-
lem. The actions may be jump teams, special opera-
tions, joint task forces, creation of special cross

functional teams, referrals for criminal investigation,
referrals for audit, interaction with other nations’
customs services, ctc. The cfforts of the five centers
will be coordinated by an Assistant Commissioncr.

s Regions will be abolished and districts as 2 manage-
ment layer will be dliminated. Affected staffs will
be retrained and d in field operations and
strategic iniciatives. District offices are located
within ports-of-entry and share resources with the
ports. All resources. and services relased to port-of-
centry operations will remaio. Entries will be filed
exactly where they are today, cargo will be deared
exactly where it is today, and passengers and con-
veyances will be processed at the same locarions as
today. Employees who perform these services will
continue to carry out their responsibilities at the

same locations as roday.

s The current 27 SAC's will be reduced to 20 and
collocated with the 20 CMC's o facilitate coordi-
nated impl ion of Ci id g

to achicve process and mission goals. We recognize

that there may be some modification necessary in
order to respond to unforescen operational circum-
stances. The SAC’s will provide oversight for the
RACp and ight of investigative per-
sonnel in the CMC areas shown on the map.

The existing C3I centers will be consolidated into 2
single C31 Branch; the Surveillance Support Center
will become the Surveillance Support Branch, and
the Air Operations Centers will be reduced/consoli-
dared into a single Air Operations Center at CNAC
with responsibilicy for national coordination of the
air program and oversight of the 11 air branches.
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Headguarters - There will be major changes to focus

Headquarters on its role as the responsible level for devel-
m

opment and ight of policies

that are effective in achieving mission goals derived from
recognition of customer needs. To ensute that
Headquarters remains focused on broad policy issues,
major cuts in Headquarters seaffing are planned. The
major components of the overall organizational struc-
ture, inctuding the Headquarters, field management, and
field operations levels, are shown on the chart entitled
“New Organizational Structure”. The new Headquarzers

structure is described below.

= Establish Assistant with a rencwed
focus on core business processes. The reorganiza-
tion addresses two problems with the current
Headquarters org: which have burdened
the Office of the Commissioner and contributed to
operating problems. First, the funcrional focus of

operating offices has served to distract top manage-
ment from assessing progress toward mission goals.
Second, the reliznce on the regions to oversee field
operations has not ensured consistent policy imple-

menrtation.

Under the Assistant C
level offices will be responsible for policy develop-

ment and national oversight of field implementa-
tion of strategies to improve our core business
processes o accomplish mission goals.

« Office of Field Operations will be responsible
for the cargo and passenger core processes,
oversight of the CMC's, ports and labs; and
shared responsibitity for the anti-smuggling
and the informed compliance processes;

« Office of lnvestigations will be responsible
for the invesupgations and intelligence core
process, shared responsibility (with the Office
of Field Operations) for the anti-smuggling
core process, and oversight of the SAC's,
RAC's, air center, and air branches;

DRGANIZATIONAL STRUCTURE 32

» Office of Surtegic Trade (OST) will be
responsible for the strategic trade process and
will share responsibility for the informed
compliance process. OST will rake the lead in
developing the strategies for assessing the level
of trade compliance. Compliance will routine-
ly be assessed through random examinations
conducted at the ports. However, OST will
also avail itself of the analytical resources resi-
dent in the Strategic Trade Centers 1o address
major trade issues, such as transshipment and
intellectual properry rights, which cannot be
effectively addressed through transaction

reviews at the ports.

OST will also provide policy leadership for achiev-
o 4 inf 4 i

ing imp p and

biced

with Regulatory Audit and the National Import
Specialist Division will provide the core knowledge
required to fully inform importers, brokers and
others of Customs requirements. Publication of
Customs compliance data will also be a key compo-
nent in enabling the trade to initiate their own
efforts to achieve compliance.

* Qffice of Lnteenasional Affairs will recain its
current cespors ies of managing interna-
tional activities and programs, and for the

conduct of U.S. Customs bilateral relations
with other countries. The office oversees the
negotiation and implementation of all inter-
national agreements and is responsible for all
foreign training assistance provided by the
U.S. Customs Service.

« Office of Internal Affairs will retain its cur-
rent responsibilities for ensuring compliance
with all Servicewide programs and policies
relating to securirty activities and for execut-
ing the internal security and integricy pro-
grams. The office will assume the

ibility for the

inspection
program.



» Qffice of Congressional and Public Affairs will
retain ies cutrent responsibilities and advise
Customs managers on legislative and congres-
sional matrers, assist members of Congress and
their staffs by reviewing the salient points of
current and proposed Customs programs, and
ensure that the interests of the trade and busi-
ness community are considered when an oper-
ational change or new legislation is under
consideration. The office will also assist
Customs managers in their relationships with
the public, other government agencies and the
media.

» Office of Regulations and Rulings will exer-
cise its current responsibilities in addirion to
building upon the informed compliance

pabilicies being impl d through

the field by performing more of an appellace

role and less of a rulings issuance role, in

conjunction with performance of a regula-
tions review and quality assurance oversight
objective.

Customs administrative services need to be

restructured 10 respond to wid d
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suppore process which includes planning in
support of the business process improvement
efforts, personnel services, training, labor
management refations, and worker safery.
This office should play a leading role in
working with NTEU in the development of
strategies to implement the partnership agree-
ment signed on June 13, 1994. The
Assistant Commissioner will also work closely
with the Special Assistant for Equal
Employment Opportuniry in integrating
EEO goals into Customs human resources
policies.

is responsible foc the information manage-
ment support pracesses which will combine
currenc organizationally segregated informa-
tion technology, communications, and
rescarch and development functions, result-
ing in better coordinated strategies for meet-
ing mission related needs.

E . i af
Office of the Commissioner. In che current stare,
the Office of the Commissioner has been heavily

burd

d because it is the only office in a position

and 1o achieve the goals for improved services
sought by the NPR.

« Officc of Finance, headed by the Chicf
Financial Officer (CFO). will be responsible
for administering the broad range of financial

to manage objectives and programs that cross func-
tional and geographic boundaries to produce
nationally consistent, mission related outcomes. As
an additional means to strengthen the overall man-
agement and leadership of the Office of dhe

C issi the Deputy C

will

management activities delineated under the
Chief Financial Officers Act, including
accounting, budgeting, procurement, logis-
tics, and incernal controls. These ibili-

assume the new and enhanced role as the Chief
Operating Officer (COO). Ia addicion to support-
ing the Commissioner, the COQ will manage and

cies are set forth as the Budger
Formulation/Execution, Financial
Management, Logistics and Procurement
Support processes. The reorganization will
align the CFO's responsibilities with chose
called for in OMB guidance.

» Office of Human R M
will be responsible for the human resources

di the day-to-day policy considerations
necessary to incegrate and improve Customs core
and support processes.

Additional Headquarters changes of vesting
responsibility for mission policy development and
implementation ar the Assiscant Commissioner
level, focusing on business process and improve-

L .

ment, and g an E

P
Team (EIT) to oversee process improvement efforts
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represent major enhancements in the capacity of
the Office of the Commissioner to focus on strate-
gic issues confronting the Customs Service.
Nevertheless, the Commissioner will face major
challenges in leading the cultural change efforts

while directing mission operations.

An Office of Planning and Evaluation will be
established to provide staff support to the EIT in
implementing the strategic planning process and in
leading the culrural change. This office will provide
the sratistical and survey research methodologics
needed to develop bascline measurements of
Customs compliance and to develop better mea-
sures of Customs performance, utilizing customer
and employee surveys.

® Reduce Headquarters staff from 1800 10 1200 per-
manene full-d itions. This is an
ambitious goal, which is largely dependent upon
the progress of NPR recommendations. In addi-

tion, this goal rests on the premise that
Headquarters should be focused on policy formula-
tion and oversight, and not be deeply involved in
day-to-day operarional issues which are the respon-
sibility of port managers. It is also anticipared that

the evol to process will resultin
more lined p I ing in changes
to a number of continuing programs that now
require Headq staffing. We greater
reliance on ficld personnel working with a limited
cadre of Headq: staff in the i

analyses of our processes and sub-processes to
ensure the development of strategies that meet mis-
sion requirements, satisfy customer needs, and are
workable at the ficld level. The abilicy co achieve
the maxi PP ities for reducing
Headquarters in many of the management support
areas is dependent upon the progress of NPR
implementation. Through this vision of

Headquarters operations, we intend to be respon-
sive to the concerns of our people over cver increas-
ing Headq porting requi and to
the expectations throughout the business commu-

niry and public sector that we improve cfficiency.
Further, our effort to streamline Headquarters

ORGANIZATIONAL STRUCTURE X

staffing is an essential part of our strategy to rein-
vest resources to mission areas demanding increased
attencion. The EIT will charge process owners with
developing plans to achieve mission goals with

lined staffing at Headq as well as
throughout the agency.
The ultimace devel of detailed

al and staffing plans are to be the responsibility of
the process owners. Accordingly, they will be
charged with meeting guidelines for ensuring that
we achieve our Headquarters staffing reduction
goal. For example, the guidance calls for developing
plans which:

« create no organizational sub-scructures
beyond two organizational levels below the
Assistant Commissioner,

« consolidare existing elements of less than 15
employees,

« create organizational sub-structures with a
supervisor to employee ratio of 1:15 or

greater; and,

= create no new administrative type positions

or staffs.

CONCLUSION

This proposed structure creates a streamlined, three-
tiered ization that h

p service,
facilitates execution of processes, brings our employees

together along mission and process lines, and minimizes
head. Coll of the CMC'’s and

SAC's will facilitate cooperation and teamwork.

Maintaining our existing port structure, with additional
resources teinvested from the reduced management lay-
ers, will continue or increase the level of service we pro-
vide to customers. In the next chapter we discuss ways to
reinvest the resources that will be made available under

this new organization.
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CUSTOMER SERVICE LOCATIONS

CUSTOMER SERVICE LOCATIDNS PRLSLNT STaTL
SERVCL DiSTRICT REGION HEADQUARIERS
Eney/Encry Summary Processing * L )
Bond Processing/Approval . .
Broker Licsnsing/;oq\pliznu . . . .
| Line Reems AccepriApprove . .
| Binding Ruling . . . .
| PeeClass & PIRP , . .
| Dbk . . .
Protest Decision/Appeat . . . . .
EP&F Appeal . . . .
 Technical Appeal . . . . .
\V/HSE”‘TZ Inforn}ilion/Audil : . .
Landing Rights . . . . .
Oveeflight Exemprions . .
Airport Secutity Program D .
Operational Information/Assistance . . . .
Uniformity Assistance . . . . . .
Process Execution . ) .
Process Oversight . . . . o
Policy Development . . . o
Administrative Support . . . . .
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CHAPTER NINE

yRANEITIDN & IMPLEMENTATION
STRATEGY

Impl ion of the developed in this report

will be a long and difficult process. Changing the culture
of the Customs Setvice, defining and improving our

processes, identifying customers and rtheir needs, retrain-

ing our workforce, realigning our

g g ional struc-

introd
Ture, g 2 new g strategy, and

reinvesting staff and other resources are all major under-
takings with deep impact on the Customs workforce.
Making these changes will require a long-term commi-

ment of resources, energy and management artention,

This report sets a new direction for the Customs Service
to take. Implementation planning and follow through
will be accomplished by a long-term transition team or
teams. In this chapter we discuss the transition from this
report to implementation. There are three major compo-

nencs to the cransition:
® cultural conversion
® process management
# organizational change

CULTURAL CONVERSION

Understanding the reasons for change is considered to be

of equal imp with the actual | changes
themselves. Gaining the und ding and accep of
gt ployees, and our and stakehold
will be given the highest priority during the early stages of
the cultural ion and ition. This und di

will come in several ways. We will communicate directly
with our managers and employees about the cultural

conversion we envision, and the intended benefirs to the
organization. This will cake place in concert with initial
extensive training over a six month period and built into
all Customs training courses in the long term. There are

two strateies for implementing rhis training.

= Training Partnerships - Customs has entered into a
training pannership with the Brookings Institution
and the Federal Qualiry Institute to provide the
direction necessary 1o lead the agency through our
culrural ransformation. This partnership has devel-
oped and has begun training our Executive
M. Team, Regional C issi SES

personnel, SES candidates, District Directors,
Special Agents In Charge, and senior NTEU offi-
cials. This training incorporates a blend of theory
and specific applications of how that theory relates
to the Customs Service. This curriculum addresses,
for example, the following issues:

* process management

* process improvement and process re-engi-
neering
£ dard

.p c and

* cross-functional teams
* Customs core and support processes

* customer focus

o+ leaderchi

p/coach versus d/control

* NTEU partaership
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» Cascading Training - Equally important to the suc-
cess of the cultural conversion is ensuring the
entire Customs workfotce understands how and
why the organization is changing. Through the use
of a varicty of means, everyone will be introduced
to the cultural and organizational changes. The
importance of this training cannot be oversrated.

Training alone will not bring about a cultural conversion.
A number of other efforts will be required over the long
term to achieve the major cultural change that we envi-

sion. This will require the continuing demonstration by
d

the leadership of the organization that we are
This i can

and must be demonstrated in a varicty of ways, such as:

to imp! g the org:

selecting process owners from our moast talented
executives and supporting their efforts to develop
and implement radically improved processes;

- blichi r .

= Executive Improvement Team (EIT) - The EIT will
be formed with senior managers named by the
Commissioner and wilt operate under the chairman-
ship of the Commissioner. Among the EIT’s first
tasks will be to name owners for the core and sup-
port processes, to define these processes, and to initi-
ate significant improvement projects. Over the long
term, the EIT will serve as the 10p level review for
process improvement efforts.

Process Owners - Ownership of Customs core and
key support processes is essential to the successful
impl ion of the dations in this
report. The first order of business for the EIT will
be to name “Process Owners” for the key processes.

The Process Owners will assume responsibiticy for
the process from end to end. They will be responsi-
ble for formulati biti ble goals;

identifying the full range of process customers and

cheit needs, building upon preliminary process
maps developed during the reorganization study:

1 3% p
ing custamer satisfaction, cffectiveness, and ffi-
ciency measures as central to organizational
decision making;

» ensuring thac our reward system recognizes team-
work, customer satisfaction, and the accomplish-

ment of mission goals;

® involving external in our planning and

performance assessment processes; and,

® listening to the concerns of our employees and
Jvi luti

ind
g them in

IMPLEMENTING PROCESS
MANAGEMENT

Another essential component of the traasition will be che

implementation of the new process management

h. This is the foundation upon which Customs

PP

will manage in the future. It will begin with a top down

approach through the appointment of two key cntities:

deciding difficulc staffing and organtzational issues;

devel.

ping performance and guiding
implementation across the organization. Since che
focus in process improvement efforts is to address
customer needs, the process owner will be responsi-
ble for maintaining effective working relationships
with all customers, enlisting their involvement in
p efforts, and soliciting their feedback
on the effectiveness of our strategies. Process
Owners will d ine the need for imp
to their processes and the appropriace tools 10 be
applied. With approval from the EIT, Process
Owners will establish Process Improvement Teams
(PIT's), staffed with ficld personnel with opera-
tional cxpertise in the process, to carry out the
impravement cffort.




CHANGING THE ORGANIZATIONAL
STRUCTURE

The third essential clemenc of the transition period will

be the process of changing to the new 1
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SCHEDULE

The chart on the next page lays out milestones and a
schedule for the transition period. It is expecred that this

hedule will be modified by the © team as they

structure. Revising organization codes, creating funcrion-
al statements and position descriptions, obtaining man-
agement and Treasury Department approvals, and a
number of other detailed tasks must be undertaken to
officially create the organization structure described in
this report. The most important part of this effort will be
planning for and carrying out the movement of employ-
ees from racgeted Headquarters, region and district posi-
tions to jobs in ports, CMC’s, SAC's, RAC's, and the
STC's. A dedi

senior managers and process owners in performing these

bliched

d team will be to work with

important tasks.

develop more detailed plans. This schedule focuses on
the initial activities immediately following the release of
this report in an effort to emphasize the need for a quick

starr to whart will be a lengthy implementation process.

%)DNGLLISIDN

This report, “People, Processes and Parcnerships - A
Report on the Customs Service for the 2ist Century,”
presents an ambitious plan ro rransform the culture of
the Customs Service and the way we organize, manage,
operate, lead our agency, and deal with our customers.
It was developed with the support, cooperation and

1
P 8

participation of our
and private industry; and can only be implemented
with their continued suppore. Even full implementa-
tion of all of the concepts of this report will mark only
a beginning in the transformation of the Customs
Service into a learning organization. We look forward
to the challenges of the next cencury and the partner-

ship with out employees and customers,

S CONCLUSION
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Report to Commissioner

Commissioner’s approval of report

Annaunce rearganization

Treasury approval
| Form Transition Management Team & develop strategies ¢
OMB review _ .
Notify Congress . °
7 .

Congressional briefings at request

irequest €00 000G G0 OIOSIOSIOS

Form Executive Improvement Team

Field bricfings
Name Assistanc Commissioners .
Establish farmal parmership w/NTEU M

.

Designate Process Owners

Complete human resource plan

Cultural transformation training

Protorype Strategic Trade Centers ®
Establish Planning & Evaluation Saff  * M
Assisrant Commissioners develop structure, staffing, .
costs & savings info for headquarters offices
Idenify staffing, costs & savings info for field structure *
Ensure process outcome measures reflect § year plan goals °
Prorotype CMC’s .
Reinvent perfc & recogs systems *
Establish CMC's and STC's o0
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And I know as someone who has been in a staff role, that often
the staff doesn’t get all of the publicity about what they have been
doing, but they are working behind the scenes. But I can tell you
that Chris Smith, who has been working both for this subcommit-
tee and for the Oversight Subcommittee, has taken a tremendous
personal interest in all of this and has moved us in a tremendously
constructive fashion.

I am proud of the direction the Customs Service is taking. I
would like to just spend a very few moments, I won’t even read my
abbreviated statement since you decided to put the entire state-
ment in the record. I would just like to talk for a few moments
about a few of the concepts of what is going on, what we are talk-
ing about in the U.S. Customs Service.

We are very excited about being an agency that is not really
standing still. We are moving forward and we have been moving
almost from the time 4 years ago when this subcommittee began
to do very close scrutiny of the operations of the Customs Service.
But in the 18 or 19 months since I have been Commissioner, I have
been very delighted to have a tremendous support of the U.S. Cus-
toms Service.

I think they had gotten out of their mode of denial, in terms of
changes that needed to be made in the Customs Service. And as
I came on as the Commissioner of Customs, they had already
reached the point where they knew that change was necessary.
And we began to work in earnest.

And I must say I apologize for such a crowded room, because |
have to admit that much of this first row is taken up with U.S.
Customs people. This is pretty much my entire executive manage-
ment team. And obviously in the interest of time, I can’t spend a
lot of time introducing them, but I do want to let you know that
the people of the Customs Service really are what makes it the
agenc({ that it is.

And T believe it started out from the basis of being one of the
best of all agencies in Federal Government, and I think we are well
on our way to making it even better. And a lot of that is because
of the fine people that are behind me.

The one I will recognize just behind me to my left, is my Deputy
Commissioner, Mike Lane, who took a reorganization study group,
20 people, and put together the outlines, working with the gusiness
community, working with people in academia, working with our
customers that we interact with, and working with other Federal
agencies that we work in partnership with, to come up with the
recommendations that are set forth in this report, “People, Proc-
esses, & Partnerships.”

There is a lot that is going on in the U.S. Customs Service right
now. We are trying very hard to avail ourselves of the opportuni-
ties that were created by the legislation that you and Mr. Gibbons
cosponsored that allowed to us modernize. The Customs Mod-
ernization Act was enacted into law as part of the NAFTA bill.

That has tremendous potential to allow us to move in the direc-
tion of modern technique, the paperless entry, of allowing our Cus-
toms Service to interact with our customers in a way that facili-
tates the movement of merchandise that is legitimate, but at the
same time allowing us to improve our effectiveness of enforcement.
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As we are going about that, we are also completely redesigning
our automated commercial system. All of our automated systems
now are more than a decade old. It is very important that we work
with the automated system, with the Customs Modernization Act,
the provisions that allow us to move forward, but coupled with
that, there is like three prongs to a triangle. Basically it is the re-
or%anization, the restructuring not only of our organization, not
only the blocks on the organizational chart, and we will talk a little
bi}t) about that, but also a kind of refocusing on the way we do our
jobs.

When we talk about “People, Processes, & Partnerships,” the
processes were so important. We took a step back as this reorga-
nization team took a look at the work of the Customs Service, and
they began to try to identify what are the core missions of the Cus-
toms Service, what is it that we are responsible for doing.

And when you look at that, you look at the merchandise process-
ing of allowing cargo to come into the country, also we are very re-
sponsible for cargo leaving the country, we were very responsible,
as Congressman Rangel has pointed out, for ensuring that we have
the integrity of our borders to ensure that narcotics and any con-
traband does not enter this country, if so, we interdict it before it
gets there.

We began to look at the way we did our business in the past and
we foung tremendous inefficiencies, what we call stovepipes in our
organization. From top to bottom, we had separate organizational
units. One, the inspectional force, the uniformed officers that you
see as you travel, as you enter the country, they were separate
from our Office of Commercial Operations, which was separate
from our Office of Investigations which does a lot of our law en-
forcement work.

What you see in this new structure is bringing these stove-
pipes—taking down the stovepipes, focusing on improving our proc-
esses and the way we do our jobs, and doing it in a more efficient
and effective way. That is the heart and soul, I think, of what we
are talking about here.

The structure is important, and as we improve the structure, for
example, when I talk about integrating, we no longer have a sepa-
rate Office of Inspection and Control in Commercial Operations.
We have integrated them together in an Office of Field Operations.

But just in a nutshell, some of the things that we are going to
be able to accomplish through the restructuring that we are talking
about here, we are going to reduce the size of our headquarters op-
eration by at least one-third, from 1,800 people to 1,200 or fewer.
We are eliminating two layers of management that exist now, our
regional offices and our district offices.

There are currently 7 regional offices, 45 district or area offices.
And we are replacing those two intermediate layers with one layer,
and it is a very streamlined layer and it is a layer that we call Cus-
toms Management Centers. There will only be 20 of those.

So in lieu of the 52 offices that had been before, there will be 20
Customs Management Centers. But a Customs Management Cen-
ter will be completely different than anything approaching what a
regional or district office had been before. These are designed to be
extremely small, lean operations, that are there not to interact
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with the public, but there to provide the administrative support to
our ports of entry. I think that is one of the most fundamental
points of this reorganization.

We made a decision that we are going to maintain every single
one of our 301 ports of entry aroumF this country. We are not only
going to maintain them, but we are going to build our organization
on that foundation. It is at the ports of entry where we lfélliver our
service to the customers. That is where entries are filed, that is
where merchandise processing goes on.

And what we are going to be able to do through the streamlining
that I have already talked about, is take between 800 and 1,400
people that are currently at various levels of management and ad-
ministrative support functions, and translate those into frontline
positions that can in effect carry out our work responsibility more
effectively.

The other exciting new development in our reorganization that I
think would be of great interest to this subcommittee is we have
created an Office of Strategic Trade. We have never had an Office
of Strategic Trade in the U.S. Customs Service. We had historically
done our work transaction by transaction by transaction, without
interdisciplinary cooperative teams, basically various disciplines
passing off from one another, trying to do our best to enforce the
trade laws in the way that you have enacted them.

I will be honest with you, we have had our successes, but for the
most part, we have not done as good a job in enforcing trade laws
as we should able to do. This Office of Strategic Trade will give us
the opportunity to take a more strategic focus in the way we carry
out that very important responsibility.

The Office of Strategic Trade will be made up of a cross section
of investigators, of agents, of intelligence analysts, of inspectors
and import specialists, people who will come together not to look
at transaction by transaction, but take a step back and look at
some very difficult trade problems that have been ongoing for
many, many years.

We all know how important the responsibility of the Customs
Service is in enforcing our intellectual property rights laws, in en-
suring that products that enter this country are not contravening
intellectual property rights of domestic owners. That is one we can
do better at.

Textile transshipment is a tremendous problem. Many don’t
agree that we need a textile quota system, but we do have one, and
it is our responsibility to enforce them as effectively as we possibly
can. We have many instances of products being transshipped
through intermediate countries to avoid being counted against the
quota of the country that produced the goods. These are the types
of problems that we are going to be able to be much more success-
ful in addressing in a meaningful and a fundamental way.

We are going about a very significant change in the Customs
Service, Mr. Chairman. We are doing more, as I said before, than
just changing the blocks on the orgamizational chart. We are trying
very hard to understand that we as a government agency do have
customers and that we have a responsibility to our customers and
to the American people to serve our customers better.
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I heard a statistic recently, and I would just like to conclude with
this comment, Mr. Chairman, that 30 years ago, the American peo-
ple were asked a question, “Do you think that the government
serves you, serves "you well, and if given the choice, would do the
right thing for you?’

hirty years ago, nearly 80 percent of the American people an-
swered that question in the affirmative. When asked that very
same question today, only 17 percent of the American people have
any confidence that their government will do what 1s right for
them. That is what is driving us, Mr. Chairman, to make a dif-
ference, to make a change, to respond to our customers.

And we have to appreciate that we have customers, even though
we are different than a company that sells products, we have cus-
tomers with competing interests, we have customers who bring
merchandise in and want it to be facilitated and moved quickly,
while at the same time we have domestic industries who are cus-
tomers who depend on us to ensure that the merchandise that
comes in, comes in in full compliance with the law.

Often that creates mutually conflicting goals and objectives. But
working with our customers, we feel we can’t satisfy everyone, but
we can let them know that we recognize what their needs are and
do our best to accomplish those competing interests.

Mr. Chairman, those are some of my—just off the top of my head
comments on my reorganization. I am obviously very enthusiastic
and very excited about the direction that we are taking the Cus-
toms Service. I feel we have been responsive to the direction of the
Ways and Means Committee and the Congress who have been
pushing us for quite a long time to get into the 20th century so
that we can at least be prepared to tackle the next century, which
is almost upon us. I think with your support and help, we are going
to achieve that,

I would now be happy to answer any questions you and the mem-
bers might have.

[The prepared statement and attachments follow:]
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TESTIMONY
COMMISSIONER OF CUSTOMS
GEORGE J. WEISE
BEFORE THE
SUBCOMMITTRE ON TRADE
HOUSE COMMITTEE ON WAYS AND MEANS
JANUARY 30, 1995

Mr. Chairman and distinguished Members of the Committee. I am
excited to be here this morning top brief the Committee on our plans
to build the United Stateg Cystoms Service of the future. This
opportunity to discuss thg future of Customs may not have been
possible without the encourqgement and oversight of this Committee
and the excellent work of Pr,pldent Clinton and Vice President Gore
in prompting the agenda to' ‘qreate a government that works better
and costs less. I also want to thank former Secretary of the
Treasury Bentsen for his invaluable support and guidance throughout
the period in which we sought to improve Customs and enhance the
services it provides to the nation. We look forward to continuing
our efforts under the leadership of Secretary Rubin.

I personally want to express my appreciation to the Committee for
ites guidance and leadership in enabling and encouraging the type of
self assessment which will engble Customs to achieve its vision and
full potential for service to the Nation.

Mr. Chairman, before I address our blueprint for comprehensive
change at Customs, I believe it is important to reflect upon the
great achievements by the dedigated and hard working Customs
employees. During the reogganlzatlon study an executive from the
trade community stated "Customs is not a sick organization; you're
a healthy organization trying to perform even better". This
statement is absolutely on target. Under the guidance of the
Secretary of the Treasury and the White House, Customs was able to
make 1994 a banner year of tremendous achievements which are
leading the way for the type of change we envision through our
reorganization plan. Our more significant achievements include:

- being presented by American Airlines with its American Eagle
Award for the effective partnership that has been developed
between our organizations, enhancing both our law enforcement
compliance respons;bllﬁt;qs and our customer service
obligations. This awarq is very special in that Customs is
the first federal agency .to receive this prestigious honor.

- receiving several Hammer Awards from the Vice President for
exceptional initiatives that carry out the spirit and
substance of the National Performance Review.

- continuing to function as the second largest revenue producer
in the Federal Government, collecting nearly $23 billion.

- continuing to lead all gederal agencies in narcotics seized.
In FY 1994 Customs made nearly 20,000 narcotic seizures
involving over 204,000 p"unds of cocaine, over 2,500 pounds of
heroin, and nearly 600, Gud pounds of marijuana.

- making great strideg - i fyrthering cooperative law
enforcement eftorts, ;nﬂlugxng completion of a Memorandum of
Understanding (MOU! 'with the Department of Commerce on
strengthening our export enforcement goals, and completing a
comprehensive MOU with the Drug Enforcement Administration
(DEA) on Title 21 cross-designation which will further
enhance our joint anti-narcotics strategies.

- 1mp1ement1ng the North American Free Trade Agreement (NAFTA)
with the publicatic. of uniform regulations, and the training
of over 2,000 Customs eaployegs and over 5,000 members of the
trade community. and ‘cqmpleting 1mp1ementation of NAFTA
compliance measuremeny approaches.
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- establishing an Office of Strategic Trade to consolidate and
improve our prevention, detection and deterrance responses to
trade compliance issues.

- introducing a trade compliance and measurement methodology
across the Customs field structure. This methodology will
permit us to assess compliance with the trade laws, estimate
any revenue gap between what we collect and what we should
collect; and provide the information base to work with
industry toward the goal of informed compliance, and to better
select the targets foa law enforcement actions.

- consolidation of the 0Offices of Commercial Operations and
Inspection and Control as a means of eliminating barriers and
to improve cross functional collaboration to pursue mission
goals and improve customer service.

- completing another ‘successful year in the enforcement of
intellectual property rights violations as one of the critical
initiatives in our trade enforcement strategy, with seizures
totalling more than $44 million.

- egtablishment of an Office of Finance and appointment of an
Apsistant Commissioner and Chief Financial Officer (CFO) to
give priority attention tp responding to the many identified
financial management pyoblems within Customs and making the
attainment of a cleap financial opinion an organizational
priority. We have pexformed a major self assessment of our
financial management operations and systems and developed a
comprehensive plan to guide our improvement efforts.

- making significant strides in implementing the provisions of
the Modernization Act, which provides the basis for Customs to
revamp outdated and inefficient operating procedures, and to
gimplify and streamline regulations.

- gigning an agreement with the National Treasury Employees
Union (NTEU), to set the framework for a cooperative working
relationship. Our mutual aim is to build the Customs Service
into a successful and efficient organization which is
responsive to the presgiqg needs of our Nation, and attentive
to the concerns of its’ employees.

on bo1 () ud

Sixteen months ago a 20 pereon inter-disciplinary reorganization
study team, which included representatives from the NTEU and a
representative from the INS, was agsembled to determine if and how
the Customs Service should change. The team was headed by Deputy
Commissioner Mike Lane, and I gave them a simple but broad mandate:
to design an organizational structure for the Customs Service that
would prepare it to meet the challenges of the Nation at our
borders in the 21st century.

This team set out to find ways both to improve the performance of
the Customs Service, and ¢ meet the future demands of a rapidly
evolving world trade environment. They reviewed the latest in
management literature to develgp a conceptual framework, and
reinforced it with seminars op process management techniques by the
Brookings Institution. They established partnerships with the
Federal Quality Institute (FQI), the Brookings Institution and the
National Academy of Public Administration (NAPA) to obtain the
expertise residing in these highly regarded institutions. In
addition, they met with top executives from several private and
public organizations, such as Corning Glass, AT&T, Xerox, General
Electric, and Ford, all leaders in re-engineering American
industry. :

The team received extensive gupport and information from people
acrosg the Customs Service, Treasury Department, the Customs
Operations Advisory Committee, the trade community, other federal
agencies, and congressional compittees to develop perspectives on
how Customs operations and management could be improved. Sessions
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with our "customers" were conducted on various issues related to
future needs of Customs such as the development of an Automated
Export System (AES). And finally, the Team maintained close
coordination with the Vice President’s National Performance Review
and Secretary Bentsen. The results of the team’s efforts and the
tremendous support within and outside of the Administration are
both bold and far reaching.

While many of the resulting proposals are directed at Customs
organizational structure, the real heart of the effort involves
fundamentally changing the 'management culture of the Customs
Service. Also critical to our culture change were the goals of
the National Performance Review and the clear direction from
Secretary Bentsen for all Treasury agencies to focus on more
efficient operations and improved service for consumers. These
concepts are all embodied in the slogan "People, Processes, and
Partnerships". By this we mean an organization characterized by:

- greater attention to our people, working to build a work
force to better tap itse potential so that it can meet the
mission challenges facing Customs;

- managing essential core processes, a change that will
require integrating the many disciplines within the
Customs Service into more coordinated efforts to achieve
mission goals; and

- forming partnerships wi;h our many customers as a means
of improving our mission performance.

Customs has existed as an agency for over 205 years. During that
time it has developed a rich and sometimes complicated culture.
Changing an institution that has developed over more than two
centuries is no easy task. We are well aware that changing the
culture of the Customs Service will require a long-term effort, but
this is one of the most important and lasting changes which we can
hope to make.

In my testimony today I will review with you our
[ ] findings about why change is necessary;
[ ] plans to restrugtyre the agency and produce more
efficient operatiogq;

[ efforts to institu%e'a more customer-oriented approach to
gervice delivery;
(] approaches to pursuing the objective of informed

compliance called for in the Customs Modernization and
Informed Compliat.ce Act, while maintaining effective law
enforcement strategies;

L] efforts to manage Customs operations in a more unified
way; and
[ ] the progress in implementing the Customs Modernization
Legislation.
But all plans must start with a purpose, a unifying vision. Our

vigion is of a Customs Seryice that is a customer focused, not
inwardly focused, organizatipn; a Customs Service that is flexible
and responsive, not one that is bound up in its own rules and
regulations; a Customs Service that thinks strategically, not an
agency enmeshed in indivjdual transactions; a nimble Customs
Service that works quickly-and efficiently, not a sluggish giant;
and a Customs Service that is griving for 100% compliance with the
law, not just imposing penalties for individual transactions that
may not comply with requlaciops. The future Customs Service will
be responsive to the needs of its customers; it will be responsive
to the expectations of Congress; and it will be responsive to the
American people whom we have sworn to protect and serve.

We are talking about a Customs Service that works better and gives
the American taxpayers value for their hard-earned dollars. This
is the Customs Service we are building today.

A Call To Action: Factors Prompting Change
Our strategic vision arosq;frqm the 6 month study we made of our
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organization, a study made possible by congressional authorization.
By the time we were through, skeptics within the trade community,
who felt that we could not do a credible self examination, gave us
credit for doing just that.

The perspectives we received from this extensive effort were
sobering. As I became Commissioner, after years spent serving the
House Ways and Means Committee in its extensive legislative and
oversight efforts, I was well aware of the challenges Customs
faced in improving its internal management. However, this entire
experience was a wake up call to agency leadership for a leaner and
more effective government.

These challenges only became more stark as I reviewed again the
demands posed by our mission of safeguarding the borders and
ensuring that all goods and people entering and exiting the United
States do so in accordance with the hundreds of United States laws
and regulations that we enforce. We are confronted with

- substantial increases in intermational trade, travel and
tourism, with entries and collections rising by more than
10 percent per year;

- recent passage of GATT and NAFTA resulting in industry
demands for increased service because of substantial
increases in U.S. trade;

- passage of the Customs Modernization Act, which relieves
the agency of obsolete operating requirements, but also
provides a new framework for service under the "informed
compliance®" provisions; and

- the demand for reducing the size and increasing the
efficiency of government.

our self examination revealed that we were not as well positioned
to meet these challenges as we would like to be. Fortunately, the
oversight exercised from the House Ways and Means Committee over
the years has moved us in a positive direction to address our
managerial weaknesses. Nevertheless, we still identified a long
list of problems such as:

- a trade enforcement environment focused on policing
individual transactions without providing the basis for
a credible assessment of overall trade compliance;

- a lack of uniformity in gustoms application of laws,
policies, and procedures;

- an organization characterized by layers and internal
barriers that has not been updated in 30 years;

- persistent occurrences of intra-agency squabbling and
destructive internal competition;

- a history of adversarial relationships with other
agencies and customers within the trade community; and

- the inability to fully comply with the Chief Financial
Officers Act and continued weak internal controls despite
proliferating internal control requirements.
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The Promise of Our Vision:
More Effective and Efficient Service Delivery

Our analysis of these conditions resulted in a broad set of
recommendations. These recommendations provide specific benefits
to the American public and fall within 4 broad categories:

® Regtructured Operations

® Enhanced Customer Service

® Informed Compliance

® More Integrated, Coordinated Operations
I will briefly discuss each in turn.

Restructured Operations - Our mission of protecting the Nation’'s
borders is complicated by the sheer volume of trade and people
crossing the borders, and the complexity associated with the ,
broad scope of U.S. trading activity. The volume of trade and
border crossings continues to grow substantially each year.
Further, we face the task of attempting to thwart the constantly
changing drug smuggling schemes of the international narcotics
cartels.

Under the Administration’s reinvention principles and our own
reorganization proposals, we believe we can meet these challenges
without continually requesting additional resources if we have
the latitude to reduce overhead and reinvest resources into
front-line operations at. the ports of entry, and in state-of-the-
art information systems and technology. Consequently, our
reorganization calls for

- a major effort to reduce Headquarters staffing by
approximately 600 positions, or by one third of its
size. Since I have become Commissioner, we have
already achieved a reduction in our Headquarters
staffing of 132 full-time positions and 27 other than
full-time positions or approximately 25% of our goal;

- reducing management layers from 4 to 3 by eliminating 7
regions and 42 districts and replacing them with 20
management centers;

- reinvesting personnel from Headquarters, regionas, and
districts into operational positions which will enhance
our ability to be responsive to our customers for the
type and quality of service they demand and deserve;

- reinvesting other resource savings realized through
our restructuring efforts and systems improvements toward

the resolution of global trade issues, providing increased
attention to ensuring voluntary compliance with trade laws
through enhanced informed compliance efforts, improving the
use of information technology by building on and enhancing
Customs Automated Commercial System, and providing the
employee training necessary to implement process management
and customer focused approaches to our mission;

- flattening the organization by moving from the current
supervisor to employee ratio of 1:6 toward a goal of

1:15; and
- developing the cost accounting systems necessary for
improved analysis of the cost of operations. -
Enhan Cu r 8 ice - Our commitment to business process

improvement techniques is grounded in an understanding that we
can achieve improved mission performance through more effective
working relationships with our customers, which include Customs
brokers, importers, domestic business interests, and other
federal agencies. Customer service does not mean pleasing all of
our customers every time. That is impossible because our
customers often have very conflicting interests. Instead, we
want to maintain an ongoing dialogue with our diverse customer
base to gain perspectives on how we are performing. We can and
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do learn from those perspectives; they will enable us to fine
tune or re-tune our operations and law enforcement strategies
when appropriate. They will enable us to be the more flexible
and responsive organization we envision.

We are already doing rather well in that regard. We believe we
have a strong reservoir of support within the trade community for
our reorganization efforts and our outreach efforts which are
designed to educate and involve the trade community in all
aspects of Mod Act implementation. Last year, we invested almost
550 hours in Mod Act meetinqq with various trade groups and the
general public.

We are proud that the National Customs Brokers and Forwarders
Association of America, Inc., after having participated in
numerous Mod Act implementation meetings with representatives
from a broad cross-section of Customs constituents, was able to
state in a letter to this Subcommittee:

"We also want the Committee to know that the Customs
representatives have been listening and action has been
taken in accord with many of the recommendations of the
private sector. While everyone cannot be completely happy
with any results reached, no group should feel that they
have been ignored."

But we have only begun this tiyansformation, and our
reorganization will maintain and strengthen customer service
through:

- strengthening our 301 porgs of entry where the actual
mission services are delivered to our customers;

- creating an Office of Strategic Trade to enhance our
ability to address and attack the major trade issues
facing the Nation and its key industries;

- instituting a new management approach based on defining
core business processes and the development of a
portfolio of management tools to continuously measure
and improve enforcement, compliance, and customer
service;

- developing customer qggviﬁg standards; and

- enhancing performance jpeasurement to ensure that we are
improving our ability fo deliver services uniformly at
our 301 ports.

As an example of how we plan to work with our customers, let me
uge one of our current efforts to define the way we will handle
the overall processing of imports within the future environment.
made possible by the Customs Modernization Act. Headed by our
first business process owner, a high level team has defined what
we call the Trade Compliance Process as beginning before i
importation and ending with the archiving of import entry data.

Early on, the team recognized that the internal processing that
we are currently performing within Customs is of little concern
to the business community qr gther federal agencies who rely on
Customs to nforce their laws, Of interest is whether we can
expedite the processing of impprts while providing a reliable
means of assessing compliance with applicable law. Therefore,
in keeping with our intent to establish effective partnerships,
we are conducting extensive interviews around the country with
representatives from the trade community to ensure that their
needs are identified and perspectives incorporated into the
detailed proposals we are developing. We are also coordinating
with other federal agencies to develop approaches to meeting
their information needs in support of enforcement objectives
while imposing the minimum reporting burden possible on the
importing community.
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Informed Compliance - The issue of informed compliance is the
driving principle for success to effectively and efficiently
deliver on the promise of enhanced customer service. The Customs
Modernization Act calls for Customs to pursue a policy of seeking
informed compliance with the trade laws, imposing greater
responsibilities on the importing community for record keeping
and for filing accurate entries. We are proceeding toward this
objective on two coordinated fronts.

First, we are implementing an extensive compliance measurement
system using statistical sampling methodologies. Such a system
will provide credible indicators of compliance with applicable
laws by tariff classification and for other important activity
areas. Armed with this information, we can direct our efforts to
improve compliance levels for those areas deemed to represent the
greatest risk in terms of threat to our key industries, to the
public health and safety, or in terms of loss of revenue. This
provides tangible benefits to compliant businesses because they
will receive the minimal scrutiny required to test their
continuing compliance. This compliance data is fundamental to
how we plan to achieve the Mod Act goal of informed compliance.

An example from some of our recent Compliance Measurement
efforts may help illustrate how we can work with industry toward
the goal of informed compliance. During recent textile
compliance measurement tests, inspectors and import specialists
in one of our Districts detected an alarming rate of non-
compliance. Our analysis attributed the problems to 1) lack of
importer and broker knowledge of classification principles; 2)
inadequate invoices and general failure to follow invoicing
regulations; 3) shipping errors on the part of the exporter
(quality discrepancies); and 4) broker carelessness in preparing
Customs documentation. Extensive education and meetings have
been conducted with the top two violators. General compliance
has been improved due to the Customs proactive response to the
compliance measurement test results.

Secondly, the central thrust of our plans for the Trade
Compliance Process is built on the ability of the compliance
measurement methodology to help us move toward informed
compliance. Our view of the future calls for shifting our
resource allocation away from the current heavy emphasis on the
verification of entries through inspection and review of
importation paperwork toward greater emphasis on working with
major importers so that we can rely on their internal control
processes. In this way, we will minimize the costly and time-
consuming inspection of individual transactions.

Thirdly, our base of strategic trade information will enable us
to better select and target violators of the trade laws for law
enforcement actions where voluntary compliance methods do not
work.

More Integrated, Coordinated Operations - This last category is
really a means to achieve the service delivery objectives
described above. But it is so fundamental to our efforts to
address past criticisms of Customs that I want to discuss it.
Our reorganization will improve our abilities to function as one
united Customs Service in a variety of ways. These include

- a reliance on business process improvement techniques
to develop new processes that cut across disciplines to
deliver effective and efficient service to customers;

- an organizational structure that emphasizes cross-
functional collaboration to pursue mission goals;

- building a partnership with the National Treasury
Employees Union (NTEU) to ¢reate an environment
conducive to employee growth and enhanced mission
performance;

- a restructured Headqugrters to strengthen our focus on
strategic planning, financial management, and human
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- crezdsion of an Executive Improvement Team of 11 senior
Customs executives and the President of the NTEU to
provide the strategic leadership for the entire
cultural change and reorganization effort.

Let me again use the Trade Compliance Process redesign effort as
an example of how we are doing business differently now. I think
it is significant to note that as the process owner and his team
began their work, they found more than 35 task-specific
headquarters groups addressing such trade-related issues as the
Modernization Act, NAFTA, fines and penalties, trade enforcement,
revenue, rulings, and many more. These groups were separately
chartered and working away, often oblivious to the implications
of the work of other groups with related interests. Now, under
the process owner, Customs has a comprehensive coordinating
mechanism for ensuring the integration of these diverse efforts.
The sheer dimensions of Customs operations make for an imposing
coordination challenge. Nevertheless, that effort is now
underway and should produce a comprehensive proposal for the
Trade Compliance Process of the future by October 1995.

We recognize, however, that irrespective of new methods for
insuring compliance, we must alsoc maintain an effective
enforcement and deterrent mechanism for those occasions on which
trade or other border related laws are broken. The
reorganization would allow us to put more personnel and resources
at the border. In addition tq being there to help those who wish
to comply with our trade laws, those personnel and resources will
be there to help catch those who choose to break the law. Of
course, this heightened law enforcement presence also will be
extended to our anti-smuggling duties at the border.

Mod Act

Before I close my statement, I think some additional comments
relative to our efforts to implement the Mod Act may be useful.
First, it is important to assess implementation progress within
the framework that the Act establishes a partnership between
Customs and the trade. It also recognizes that importing is a
very complex business and that importers need help in
interpreting and complying with the law rather than Customs
previous practice of pursuing importers for their failure to
comply with ill-defined requirements.

Between the December 1993 enaﬂfment and mid-December 1994,
Customs has devoted much cf 1ts focus on meetings with trade
groups and the general public. These opportunities were twofold:
first to provide educational opportunities for a complex Act, and
second to seek inputs and ideas for the design of the very
procedures and regulations which need to be developed for full
implementation. Although progress is slower than we would like,
we believe the regulatory process is proceeding reasonably well.
We have achieved implementation in several areas. These
successes were not dependent on new systems development or
regulations. They include:

- New liberalized drawback provisions

- New protest appeals procedures

- New 592 duty demands procedures

- New seizure/detention requlrements

- New regulatory audit procedures

- New rulings revocation/modification procedures

From all accounts our efforts at involving the trade community in
our implementation efforts have been beneficial for us and the
trade seems pleased with them. It has enabled Customs to
identify implementation priorities and capabilities from the
perspectives of both interests. Some of the provisions that the
trade have identified as more critical are remote location
filing, reconciliation, record keeping, and penalties in the
context of reasonable care and informed compliance. Recognizing
these trade critical priorities, Customs will continue to place
its emphasis and resources on their expedited implementation.
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To provide the trade community at large with an opportunity to
respond to modernization-related meeting invitations, concept
papers, and draft regulatory documents, Customs makes it a
standard practice to post such documents on its electronic
bulletin board. To further expand the distribution and minimize
trade costs in obtaining these documents, Customs also makes them
available to ACS users through its Administrative Message System.
We currently are reaching over 2,000 interest groups on a regular
basis through these electronic systems.

In areas where new legal changes must be blended with major
policy changes, Customs has and will continue to provide the
trade community with concept papers for review and comment prior
to regulation drafting. From March to December 1994 six
comprehensive strategy papers for implementation have been
provided to the trade for rgview and comment. These include:

- Importer Activity Summary Statement (IASS)

- Reconciliation -

- Revitalization of record keeping requirements

- Records that must be maintained and produced

- Remote filing

- Reinventing the penalty and liquidated damages program

It must be remembered that Customs is attempting to
simultaneously reorganize, implement the Mod Act, make changes
necessary to fully comply with the Chief Financial Officers Act,
the Government Performance and Results Act (GPRA), redesign our
automated commercial system and fully implement the NAFTA and
GATT

legislation. To say the least, this is a challenging task!

Our overall theme is "Do if. once and do it right". 1In the past
Congress has criticized Customs for not involving the trade in
developing new procedures and for acting hastily without
coherent, sufficient, and comprehensive planning. Indeed, the
Mod Act contains specific provisions which mandate periodic
reports to Congress to insure that we are complying with these
mandates.

Perhaps the best way to understand our management approach to
dealing with all these changes is to envision a triangle -
® one side being the Mod Act legislation that gave us the
legal flexibility, in partnership with the trade, to
redesign our procedures to deal with "modern realities".
® one side being the reorganization effort that focuses on
the various "processeg" and the people rather than just
the organizational structure. These redesigned processes are
defined in close "partnership" with the trade, the NTEU
and
our personnel.
® the final side is our automated redesign effort (the
Automated Commercial Environment (ACE) project).

First we must define user needs and then we must redesign
processes. To accomplish. these tasks requires extensive input
from the trade, the Mod Act group, and the ACE project. Key
members of each group are on the management committees of the
reorganization group to insure complete project integration.

Clearly, we cannot write regulations or do computer programming
until we decide specifically what it is that Customs needs to do.
That sense of misaion has been better defined through the
reorganization effort. UnforFunately, we could not begin the
reorganization procese until a statutory prohibition was removed.
Various assessment teams are now conducting their evaluations
with final recommendations due this summer. At that point the
ACE team can finalize their programming schedules. We expect to
have the detailed programming estimates available by the end of
calendar 1995. ’

During Mod Act negotiations we estimated that it could take us up

to 3 years from passage to complete all the programming. Since
we are now going well beyond the changes mandated by the Mod Act,
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our current estimate is that it will take up to 5 years (end of
FY 99) to have all the redesigned programming implemented.

The Mod Act is an important tool for the modernization of the
Customs Service and along with our reorganization initiatives we
are positioning ourselves to achieve quantum leaps towards this
important modernization effort.

Conclugion

I know that the Customs seryice is proceeding in the right
direction. I also know that achieving the vision we have for the
Customs of tomorrow will not come easily. We face many difficult
challenges. But I am guided by a simple goal to leave the
Customs Service--the best agency in govermment-- an even better
agency when I leave. That is the legacy I wish to pass on to the
citizens of the United States, and I welcome this Committee’s
continued support to us in making this goal a reality.

Mr. Chairman, we would be happy to answer any questions
you may have.
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Chairman CRANE. Thank you, Mr. Commissioner. When will the
key elements of your reorganization be operational?

Mr. WEISE. It is happening in several phases. And first of all,
Mr. Chairman, before we can implement any of our field restruc-
turing, under a law that I am somewhat familiar with because I
helped craft it when I was on that side of the dais, there is a re-
quirement that the Customs Service notify the Ways and Means
Committee and the Senate Finance Committee at least 180 days
before implementing any field restructuring that changes the num-
ber of people in various offices.

That law was created as a very reasonable response to the House
and Senate appropriating committees, which for several years actu-
ally prohibited the Customs Service from even studying reorganiza-
tion. So we made that notification to the Ways and Means and Fi-
nance Committees on September 30. It means that none of the field
restructuring can occur before March 30.

I will assure you, however, Mr. Chairman, that we don’t intend
to do any of our field restructuring until October 1. We built in an-
other 180-day cushion, so that if there are problems, that we can
address those. But we are beginning to put in place our head-
quarters restructuring.

As I said earlier, we built this organization from the ground up,
from the 301 ports of entry. That is the foundation. But we are try-
ing to implement it from the top down. We have already put in
place all of my new key managers. We have put together an execu-
tive improvement team. We have put together a process owner for
the cargo process, which is already—who has already begun to put
together a team and traveled around the country, meeting with the
trade community and trying to streamline and improve the way we
do our business in the cargo area.

But it will be October 1 when you will see the elimination of re-
gions and districts and the substitution of the Customs Manage-
ment Centers. The Strategic Trade Centers will become fully oper-
ational on October 1. But right now, we are prototyping in New Or-
leans and in San Diego two Customs Management Centers and we
are prototyping a Strategic Trade Center in Washington, just to get
some experience before we become fully operational.

Chairman CRANE. So you might anticipate then when we have
these hearings next year, that it will be completed?

Mr. WEISE. I think that the structure will be fully in place and
we will be well on our way. Much of what we need to be doing, Mr.
Chairman, involves culture change, and I think we are going to be
still in the midst of changing our culture as we go forward 1 year
from now.

But I think you will find, just like if you compare us today with
1 year ago, you will see tremendous progress toward making that
culture change, and you will see customer service standards which
will be put in place in consultation with our customers, standards
that we hope to be held accountable for.

Chairman CRANE. There is a perception that ports located near
a Customs Management Center will have an advantage over ports
that aren’t in close proximity to one.

Could you comment on that?
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Mr. WEISE. Mr. Chairman, I am so glad you asked that question.
I meant to raise it in my opening statement. In the interest of
brevity, 1 didn’t. One of the biggest frustrations I faced in trying
to put this reorganization into place is the misunderstanding about
what a Customs Management Center is and what it does.

What we have is a situation, as all of us know from experience
in past attempts at reorganization in the Customs Service, an in-
stinct that an office that currently exists must be maintained at all
costs. One of the reasons that we structured our Customs manage-
ment in the way that we did is we knew that there would be pres-
sure that be brought to bear politically for any office which had
heretofore been either a district office or a regional office, to say
I don’t want to just be a port of entry now, I want to be whatever
there is in between.

And that is the problem I have had as I traveled around the
country meeting with the trade community, trying to get people to
understand what a Customs Management Center is and how it
doesn’t serve them as a customer. A Customs Management Center
initially will have 20 or fewer people. We are going to try to make
it closer to 10 or 15 as we improve our administrative process.

A Customs Management Center is there, as I said before, to
serve two very important functions. The one function they serve is
to provide administrative support, payroll, personnel, equal em-
ployment opportunity issues, those kinds of things. That is what
the bulk of the work of the Customs Management Center will be.

Second, the Customs Management Center will have a respon-
sibility to ensure, as we move to process reengineering and process
improvement, that they will be trying to ensure that our ports of
entry, which is where we deliver our product, are carrying out our
processes in an appropriate and uniform way. So they will have
some interaction with our ports of entry to ensure that we are serv-
ing our customers well.

They will be responsible for being a coach and a guide to our
ports of entry, to help them ensure that they are serving our cus-
tomers and carrying out the responsibilities appropriately. But if
problems occur, if something goes wrong in the port, a Customs
Management Center director is not the person to fix the problem.

We are trying to empower at the lowest possible level, at our
ports of entry, the port directors to be able to resolve those prob-
lems. If they can’t be resolved in a port level, then we will resolve
them in a headquarters level. So having a Customs Management
Center proximate to your port of entry will have no bearing on our
ability to be able to serve our customers.

No entry will be filed at a Customs Management Center, no pro-
test will be brought to a Customs Management Center. A Customs
Management Center is an internal, inwardly focused organization.
And what I am having as a problem, Mr. Chairman, is that some
of the locations that have received Customs Management Centers,
because we placed them where they are most proximate to the
most Customs employees because of their administrative support
role, the cities that have received them have been touting them,
you know, saying come do business here because I am a Customs
Management Center.
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That creates real problems in other cities that didn’t get them,
sayin? I have got to have one of those because my competitor has
one of those. I think one of the most constructive things that could
come out of these hearings, Mr. Chairman, is getting as clearly as
we possibly can on the record that anybody who touts a Customs
Management Center as being able to serve a customer better, is
being dishonest. And anybody who feels that they can’t be served
as well because they are not proximate to a Customs Management
Center, is ill informed.

And I am going to do everything in my power to continue to work
with the trade community to get that message across as loudly and
clearly as we possibly can. But that is kind of our Achilles’ heel
thus far, in moving to this reorganization.

Almost universally, people have looked at our reorganization and
said this is the right approach. And it just gets down to the prob-
lem that people say, as long as I can have one of those Customs
Management Centers, I am with you 100 percent, move forward,
young man. That is the problem we have to overcome.

We have 20. If T had to do it over again, maybe we would even
try to have fewer. As we improve our process, as we streamline our
ability to serve our administrative functions to our internal cus-
tomers, I hopefully can reduce the size and number of Customs
Management Centers in the future, and hopefully after we have
had some experience with their operation, we will gain some credi-
bility that they really don’t have any bearing on the way we serve
our customers.

Chairman CRANE. Well, I thank you very much. And I don’t want
to monopolize unduly. I have some additional questions that I will
submit to you in writing.

And at this point, I yield to Mr. Thomas.

Mr. THOMAS. Thank you very much.

When the Chairman asked if anyone wanted to give opening wel-
comes to you, George, I refrained because I knew I was in the new
regime, I get to talk to you right away.

Mr. WEISE. My feelings weren’t hurt.

Mr. THOMAS. In a positive way, can I see a show of hands of ev-
eryone who is with the Customs Service here today.

OK. Who turned the lights out?

No, it is an exciting time, and it is good that you are here, shar-
ing this finally begun-to-be-realized change. And I haven’t been
here all that long, but I have sat through a number of people who
talked about the obstacles to making this the kind of service that
you indicated it was and it should be.

The question that I have is just a focusing one so that you can
explain to me the thinking that you went through. Obviously you
are anticipating a NAFTA and a GATT which changes, I guess—
flow through ports and you have hung onto the 301 ports. You
talked about your strategic trade, which I think is a good idea, so
you can anticipate these larger areas.

But if you call that strategic, I need you to talk to me a couple
of minutes about tactical, if you will. How are you structuring your-
self for mobile response teams? If you keep the 301, and clearly you
already had a significant difference in activities at the 301, do you
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anticipate—I mean, I guess it was partly for PR reasons you kept
the 301. If it wasn’t, I need to know that.

And if there is not a rationale for moving or changing, why not?
How do you anticipate shifting loads where you weren’t prescient
enough to anticipate them? What kind of flexibility do we have?

Mr. WEISE. OK. Let me answer that in a couple of different
ways. First of all, the decision that was made to keep 301, believe
it or not, was actually recommended to me by the reorganization
group that we put together to study it.

When I first took this position, as I was traveling around talkin
about the need for reorganization, one of the things that I talke§
about is one of the examples as to why we need to reorganize. I
used as an example that the workload criteria that we have in
place to create a new port of entry, were it applied to our existing
plqug bs]tructure, nearly 40 percent of the ports o? entry would not be
eligible.

Mr. THOMAS. Hence my question.

Mr. WEISE. So I expected there to be a recommendation to con-
solidate. But what happened is we started reaching out to some of
the outside groups for advice. And the Brookings Institution, the
Federal Quality Institute, the National Association of Public Acad-
emy, they started talking to us and they said, wait a minute, you
know, you are supposed to be talking about serving customers bet-
ter. Closing down and removing yourself, your complete presence,
from a location, is that really customer focused?

Why don’t you take a harder look at your structure and your lay-
ers and your management and see if you can’t establish a mecha-
nism that would allow you to keep those ports of entry in place,
while at the same time coming up with savings that would allow
us to serve customers better?

Frankly, that was the recommendation that came out of the
group. I was prepared to take on the fight. And it would have been
a difficult fight, as illustrated by just this Customs Management
Center issue, and I am not moving people out. So that was the rea-
son that we maintained our 301 ports of entry.

There still is considerable pressure coming out of the Treasury
Department that perhaps we ought to do this in two steps, let’s get
this in place, let’s take a look at the way we are able to do our
business through these 301 ports of entry. And we are constantly
getting pressure to add new ports of entry, so we may need to ra-
tionalize the ports of entry in the future.

What we are hoping to do, as we improve our progression, the
way we carry out our functions, for example, some of the tools that
you gave us through the Customs Modernization Act, to allow us
to do remote entry filing, for example, as we get into national entry
processing, it doesn’t become as relevant that we need to have so
many people in each place. Because you can have merchandise that
comes through San Francisco, and have the entry made in Hous-
ton, if that happens to be where your corporate office is, where
your expertise is.

As we improve those processes, we are going to be able to ration-
alize the location of our people more effectively. As we are reducing
layers, we are already going to be able to reinvest our resources
into these new offices of strategic trade, into other areas, particu-
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larly in the frontlines. I am hoping we will have more people and
we will be doing—the other important thing is we are going to be
doing work measurement.

As we can see where the demands for our people are the great-
est, we are going to do the best to make sure that is where we allo-
cate those resources.

And the final thing I want to say, we tried to work this all—we
call this People, Processes, & Partnerships, and we tried to be very
somewhat, you know, what is the word, very structured in the way
we put forth our process. But as we went to that, we saw that you
can’t do everything as process.

One of the important things that we learned as we talked to a
lot of folks from the outside world, is that we need to be good at
problem solving. And that is one of the things, to deal with some
of the problems you raised, putting together, we have got problem
solving teams that come together.

An example is the narcotics smuggling on the southwest border.
We have had a tremendous pressure recently put on the southwest
border because of the effective deterrent that the Immigration and
Naturalization Service through their border patrol has done, by
putting their Operation Hold the Line in place, where they have
put their border patrol all across that border, discouraging illegal
immigration between ports of entry.

What that has done is put a tremendous pressure on the ports
of entry for narcotics smuggling. And it has resulted in a particular
type of narcotics smugglling which is very troublesome. It is called
port running. Individuals with narcotics visible in their trunk, the
don’t even try to put in secret compartments, their trunks are load-
ed with narcotics, they come to the inspection station, the inspector
says, please open your trunk. As soon as he says that, they put the
accelerator to the floor, they run over anﬁbody or anything who
haﬁ)lpens to be in the way, causing great threat to human life, as
well as to the local cities along that border.

We put together problem solving teams to go in there and try to
address that problem. We've come up with, I think, some tremen-
dous approaches, both structurally, by putting some barriers in and
working with local communities. But we need to do more of that.
Problem solving teams that are flexible and fluid can go to where
the problems are, and we are well on our way to solving that par-
ticular problem and moving them into another area.

Mr. THoMAS. Thank you very much, Mr. Chairman.

I just want to say, éeorge, that you should never be apologetic
for being enthusiastic about an area which, when you do it right,
nobody gays any attention to you, and when you do it wrong, you
are on the front page. Our goal is to make sure that we are never
on the front page.

Chairman CRANE. Mr. Rangel.

Mr. RANGEL. Not that it really matters, but does New York City
get a Customs Management Center?

Mr. WEISE. It just so happens that New York is one of the larg-
est locations where there are a great number of Customs employ-
ees, which made it necessary to put a Customs Management Cen-
ter there. But if you would like me to move it, I would be happy
to consider it.
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Mr. RANGEL. Since you have already done it, you might as well
let it stay there. What in fact, if any, have these changes made on
the morale, the pay or the titles of the employees?

Mr. WEISE. Mr. Rangel, any time one embarks upon a restructur-
ing as dramatic as the one we are going through, there is going to
be anxiety. And I can’t hide the fact that there is tremendous anxi-
ety within the organization, people wondering and fearing what
does this mean to me. The only thing I can say is that we take ve
seriously the fact that this report is entitled “People, Processes, 2
Partnerships.” And that first P is without accident, the people of
the Customs Service.

I made a commitment that we are going to do everything hu-
manly possible to take care of the people in the Customs Service.
And by that, I mean help them to be absorbed into our new organi-
zation as painlessly as possible from the old organization. And by
that, I mean we are going to try our best to keep people in the very
same cities in which they are currently operating, to the extent we
can as close to the same job as they possibly can.

If they would like to go to where their function moved, if their
function for example moved out of their location, we are going to
try do everything we can to retrain them and help them relocate.
It is expensive to relocate people, but we are going to try our best
to do that.

One of the things that I am most proud of, and you will be hear-
ing later this morning from Bob Tobias, the president of the Na-
tional Treasury Employees Union, I recognized when we embarked
upon this initiative that it was going to have—cause some anxiety
to our people. And I sat down with Mr. Tobias and talked about
the ideas.

As a matter of fact, before we could even begin this, we had to
sit down with the appropriating committees and get them to re-
move that provision of law that was in their appropriation bill
every year, frankly, with NTEU’s support, not allowing us to even
study our reorganization. We have been working together.

We had two representatives of the National Treasury Employees
Union as part of the original reorganization team. They have en-
dorsed this plan. I think it is in the best interests of all of our em-
ployees, but there still is anxiety. So we have done everything in
our power to try to communicate as effectively as we can.

We are constantly communicating through E-mail messages. We
have a broadcast network within the Customs Service now where
I can go on and have questions come in from around the country.
I have done that on a number of occasions. We have traveled
around, town hall meetings and meeting with our people. We are
trying our best to help them appreciate and understand.

And unlike most other reorganizations that have taken place
that I am aware of, where people are being pushed out the door,
thus far all the way through OMB now, we have been successful
in getting them to appreciate and understand that this is a rein-
vestment strategy, that the people and the positions that are freed
up through the savings that we create, through reduction of head-
quarters, elimination of regions and districts, doesn’t mean that is
that many people that you can take off your rolls.
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Because the Customs Service is—pressures are mounting. The
volume of trade is increasing. The responsibilities are getting more
complex. We just implemented the NAFTA and the Uruguay round
is being implemented now. The responsibilities are greater.

So far, we have been given the endorsement that we can reinvest
these resources back into more effective, efficient utilization of
these people within our agency. Now, budgets are tight, you know,
we have to be fiscally responsible. We may need to absorb some
cuts in the future, but thus far, there hasn’t been a connection of
people cutting to this reorganization. We still have to absorb our
reductions just like any other Federal agency, but thus far we have
kept it as we are not cutting people because of this. So that has
been a success.

Mr. RANGEL. Are you getting the full support and cooperation of
the U.S. Treasury Department’

Mr. WEISE. Yes, | am, sir.

Mr., RaNGEL. And what obstacles, other than the ones that you
mentioned about people who are not getting the centers, what
major obstacles are you facing in the reorganization and how can
the committee hellp?

Mr. WEISE. Well, I am pleased to report, Mr. Rangel, that that
is the first, second, third, and maybe fourth, fifth obstacle. If I can
overcome the CMC issue, I think people believe in what we are
doing. I have been very delighted that the Vice President, National
Performance Review, has spoken highly about the direction that we
are taking the Customs Service. Matter of fact, they have used the
Customs Service as an example for other agencies to hold up to, to
see what direction they can move.

We have gotten, I have seen copies of statements that you have
received from some of the institutions that helped us, Brookings
and the Federal Quality Institute and others. Our customers, I
think, are pleased about the direction we are moving.

I guess the biggest frustration that I have seen expressed from
our customers is that the provisions of the Customs Modernization
Act have not been implemented quite as quickly as they or perhaps
I would have liked.

But if I could just address that point for a moment, Chris and
Frank remember this well, that one of the concerns when we were
putting the Customs Modernization Act together over the years,
was that the trade community felt there was a long history of the
Customs Service moving too quickly to implement before they real-
ly understood exactly what it was they were implementing. They
(ﬁdn’t lay the foundation. And as a consequence of that, we ran into
all kinds of problems with the trade community saying, you know,
we weren’t ready, your computers weren’t compatib%e, our pro-
g}rl'ams had to be rewritten, and they keep surprising us with these
things.

So built into that law, that provision I think Chris had a lot to
do in drafting, was a provision that required us to really reach out
to the trade community to ensure that we laid the appropriate
foundation. If we erred in this process, we are erring on that side,
of making sure that we pull all these things together.

We can’t move too quickly to implement the provisions of the
Mod Act and the automated system redesign when we are still re-
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designing our fundamental processes. The three have to come to-
gether. And it has slowed us down a little bit, and I think there
1s some concern about that, but for the most part, I think you will
find that our customers believe in what we are doing, they under-
stand that at the end of this road we are going to do it once and
do it right and we are all going to be better served as a con-
sequence of that.

All I can say is I need you to talk to others, when you hear peo-
ple talking about needing a Customs Management (x,enter, to let
them know that we are moving in the right direction and those
Customs Management Centers are silly little things that don’t have
any impact on customers.

Mr. RANGEL. Thank you.

Thank you, Mr. Chairman.

Chairman CRANE. Thank you.

Mr. Zimmer.

Mr. Hancock.

Mr. HANCOCK. My comments will be real brief.

I would like to point out that a lot of people think of Customs
primarily as merchandise importing and exporting. About 3 years
ago at a hearing down in Branson, Mo., one of the main things
they talked about down there was tourism. And they talked about
some of the problems that they were having at the ports of entry
with the Customs Service processing people back into the United
States. It seemed like traveling from the United States to forei
countries was easier for them than when they were coming back.

I hope as part of this reorganization that your group will recog-
nize that tourism is big, big, profitable business to the United
States. These foreigners are coming in with their money, and we
want them to stay here long enough to leave their money. We want
to treat these people as guests of the United States and make them
welcome, rather than creating any difficulty as they are processed
in.

I appreciate any work you can do in that area.

Mr. WEISE. Mr. Hancock, I am pleased to respond to that. I think
we are moving in the right direction. Years ago, when a traveler
came back into the United States, particularly an airport, you had
to stand in two lines. You first had to stand in the Immigration
and Naturalization Service line to make sure that your passport
and your credentials were all well and in order. Then you stood in
a second line for the Customs Service, to make sure any merchan-
dise you brought back was properly declared, et cetera.

We have reengineered the passenger processing system over the
last several years, and we are still working on it. But what we de-
cided a long time ago, is that it wasn’t very efficient, effective, and
it certainly wasn’t very consumer friendly, to have people standing
in two lines. It didn’t help tourism in any way.

So what we decided to do quite some time ago is in effect cede
the primary inspection lanes te the Immigration and Naturaliza-
tion Service. If you feel, and they do feel, they still have to interro-
gate every singKe person that enters this country, you do that. We
are going to find some creative new ways to do our job.

And we started working with the airlines and the carriers, and
we came up with something that is called the advance passenger
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information system, which allows us through passport readers,
which we provide to the airlines at our cost, to have—before the
passenger even gets on the plane, the passport is read, information
1s provided.

We have people who are doing analysis of all the passengers on
the airline, and we come up with selected targets of people who
maybe need to have a little more scrutiny than the rest of the peo-
ple. We also came up with a concept, what we call roving, where
we have roving inspectors.

As people are getting their luggage, some uniformed officers,
some nonuniformed officers, are walking around, some with passive
canine dogs that are drug detecting dogs. So the point is that you
only have to stand in that line once. We have found that as we now
are examining many, many, many fewer passengers than we ever
talked to betore, our enforcement results have dramatically im-
proved. So we are working smarter, we are working much more ef-
fectively, and we are trying our best to serve our customers.

Mr. HaNcock. Thank you.

Chairman CRANE. Mr. Coyne.

Mr. CoYNE. Thank you, Mr. Chairman.

Commissioner, I appreciate your testimony. Pittsburgh and
Philadelphia, as I understand it, are going to be a part of the south
region CMC. And some of the people in the Philadelphia port, in
spite of your very eloquent explanation of CMCs not being invasive
o}f; the function of the ports, there are still some concerns about
that.

I was wondering if I could submit some questions to you for the
record that you might be able to respond to, that would alleviate
their fears, as I am sure they would be alleviated if they heard
your explanation here today.

Mr. WEISE. I would be happy to respond to those for the record.

I would also like to report to you I did go to Philadelphia, I met
with a wide cross section of the {)usiness community. We have con-
tinued those discussions. We had some of the people come down to
Washington. I think that they are slowly, grudgingly, becoming
more conversant in what this means to them.

And one of the things that they want to see is clear evidence that
we are going to follow through on those frontlines. And they are
looking to see, are we going to be filling those vacancies in Phila-
delphia. And we have a vacancy in our district director, which will
be a gort director position. We are working to get a top quality per-
son there.

And I think that the people there have been extremely respon-
sible in working with us in a constructive fashion to try to really
deal with this problem. Their biggest fear is twofold. One, that oth-
ers are going to advertise, you know, like I said before. Second fear
that they raise, and it is a common fear that I have heard in other
cities that didn’t become Customs Management Centers, their fear
is that someone is going to come in after me to be the Commis-
sioner of Customs that 1s going to take this structure of Customs
Management Centers and make them something completely dif-
ferent than what we are talking about now.

That is a more difficult one to address, because it is somethin
that is out of my control. My response to that is, why don’t we worl%
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together to really put these in place and make this system work
through the ports of entry, and make it so well entrenched and
working so well to be customer friendly, that nobody could possibly
without political suicide try to undo it in the future.

But I appreciate those questions. I will be more than happy to
respond on the record, and we are going to continue the dialog with
the people in Philadelphia and Pittsburgh and all the areas that
have to be served through Baltimore.

Mr. COYNE. Very good. Thank you.

[The responses to Mr. Coyne’s questions appear in the responses
su E]ied by Customs beginning on page 82.]

airman CRANE. Mr. Houghton.

Mr. HouGHTON. Thank you, Mr. Chairman.

Commissioner, good to see you here. Thanks very much for ap-
pearing.

When you reorganize, there are two impacts. One is internal, the
other is external. You have really described the internal. What you
are going to do is you are going to save money, you are going to
cut administration, you are going to fan out and have a flat organi-
zation, you are going to keep the centers and—I mean the 301
ports of entry, and try and do a better job.

The other—the other is really what does it do for the customer?
And you talked about the Customs Modernization Act and some
people felt that you haven’t been doing that or implementing that
fast enough. And also in your testimony you talk about customer-
responsive and state-of-the-art improvements. You know, look out
a year or two.

What does this do for the people that you affect, not just the in-
ternal organization? What does it mean? Why is it good?

Mr. WEISE. You are going to be hearing from some of them today.
Hopefully they will elaborate on this. But, Mr. Houghton, I think
we are going to be able to deliver in the next year or two, particu-
larly if you give us the second year, too, that within 2 years I think
you are going to see such dramatic change in the way we serve our
customers.

Several things are going to be going down. One is we are going
to be sitting down with our customers early in the process and set-
ting customer service standards. We have done this in the air pas-
senger area, and I should have raised this with Mr. Hancock’s
question, where we have committed to several things.

We have got five standards which we now display in all of our
large airports. We commit, for example, that within 5 minutes after
you get your luggage, you will be cleared and out of the processing
area. We also commit that if you have a problem, there will be
somebody there, we call a passenger service representative, who
will listen to your problem immediately, and within 3 days, you
will get a response if you have got a problem that can’t be rectified
on the scene. We are trying to do the same thing in the commercial
arena,

What is a reasonable expectation of time for us to complete our
work and what are reasonable measurements of what our success
is, both in serving our customers and our passengers, but also not
losing sight of the fact that we need to be measuring our results
in the enforcement arena,
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And one of the things that I think is the most significant, dra-
matic change that has happened to the Customs Service in many,
many years, is in the commercial arena. For the first time we are

oing to be able to tell you and tell this committee and tell this
%ongress what is the overall compliance rate in virtually any prod-
uct or commodity that you want to ask me about.

In the past, Customs Service worked on hunch and intuition. We
think that automobile imports are highly compliant. But these
other products, we got proglems with. We never could tell exactly
how compliant they were. We have been pushed in the right direc-
tion, again by this committee and by the General Accounting Of-
fice, to say that is not good enough. We need to know.

So we are—we have done a pilot program over the course of the
past year, of about 20 major commodities, where we have, through
stratified sampling, done complete examinations after the fact
where we have been able to put on those 20 products what the
compliance rates are. As we do that now, we are putting in now
for every product in the harmonized system for this base year.

What that will allow us to do, as we look at the range of compli-
ance in various products, from a high of maybe in the nineties to
the low in the forties, we are going to be able to do several things.
One, in the spirit of informed compliance, try to identify what is
the source of the problem,

Is it misinformation, is it something that we can help educate
that importer to understand what he is doing wrong so that he can
help to help us bring that up? It also woulg allow us in terms of
allocation of our resources, so we will spend less time examining
the very highly compliant products and more time examining the
low compliance.

And above all that, as we are now reengineering the whole proc-
ess of commercial merchandise, the way we do our business, we are
getting away from transaction by transaction by transaction. And
as we work with the trade community to basically—we are going
to create something akin to a gold card account.

An importer whose major business, who does a lot of business
with us, who will allow us to examine his products for classification
purposes, to examine his books and his processes and basically give
us assurance that this is a legitimate businessman, that person is
going to see very little problems with his merchandise. He is going
to be facilitated through Customs very smoothly, very quickly, very
efficiently.

Every now and then, we are going to need to do some testing just
to make sure that they stay aboveboard. But as we put in place a
system like that, you are going to see more and more customers
trying to say, I want a goFd card, too, how do I go about getting
a gold card? Well, you sit down and you work with us so tﬁat we
have a better appreciation of what you are importing and what
your processes are, what your books are. That is going to be much
more customer focused.

And within a year or two, you are going to see that fully oper-
ational and I would almost guarantee that you are going to see not
only customers who import more satisfied, but I think our compli-
?nce rate will be measurably better than they have ever been be-
ore.
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Mr. HouGHTON. Thanks, Mr. Chairman.

Chairman CRANE. Mr. Gibbons.

Mr. GiBBONS. Thank you, Mr. Crane.

You have honored Mr. Crane and myself by mentioning that we
were cosponsors of the Customs Modernization Act for a long time,
and you complained about some Members of Congress preventing
you from even studying the problem. But I want to say while you
are here and while so many other people are here, that without
your fine work as Staff Director andp without the fine work of the
Customs Service and without the fine work of this staff that is be-
hind me, it couldn’t have been done.

I know, Mr. Commissioner, full well, your personal input in all
of this, and I want to thank you and congratulate you.

Mr. WEISE. Thank you.

Mr. GIBBONS. On the Customs Management Centers that you are
setting up, I hope you will let Members of Congress and others
know that as you create or are forced to create more of these, you
are going to be forced also to close some of them. Try to get the
Members of Congress in from the areas that are going to be closed
in the same room with those from the areas that are going to be
opened, so they can discuss between themselves the ments of open-
ing and closing. Maybe that would be helpful. But I am sure there
is already pressure on you in creating more of these centers.

Does t})\'e law allow you to create these centers, more of them?

Mr. WEISE. There is no legal impediment, Mr. Chairman, to cre-
ating—you know, this is a restructuring. The legal requirement is
that we notify the Ways and Means and Finance Committees of
what our intended reorganization is. It doesn’t require legislative
approval. It is kind of what we call, you know, the layover period,
to allow Congress to react and respond.

Mr. GIBBONS. Well, make sure that when you are creating more
of these centers, you let us know what is going on. Not only as a
committee, but individually, and maybe we can arrange some of
those meetings between those who want more centers and those
who have to give up centers in this regard.

Mr. WEISE. I appreciate that offer of assistance, and I would also
say that one of the most frustrating aspects of this, as I dealt with
business communities that are pushing to have these, it gets to the
point where when I explain to them what they—not only that they
are completely administrative, but I also explain to them that in
order to create one in your city, I have to take people off the
f(';‘ontlines to man the positions of that Customs Management

enter.

In effect, every individual that is in a Customs Management
Center is an individual that could otherwise be an inspector, an im-
port specialist, someone that has got hands-on experience moving
the merchandise. And some of the locations where I have been vis-
iting are willing to accept that it doesn’t matter. It is more to this,
it is symbols and it is, you know, the fear that the marketing tools
will be used to take business somewhere else, that they are willing
to sacrifice frontline positions in order to have one.

So that is one of the things that I think is perhaps built up out
of a lack of eredibility on the part of the Customs Service. I don’t
think they believe me when I tell them what they really do. They
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feel that they are more than what I describe them to be. I guess
they perhaps feel that we have a secret plan that we are not dis-
closing that really would make them operational when they are not
intended to be operational.

And it is frustrating and it is—the thing that is so frustrating
to me is that the overall thrust of this is to serve customers better,
and the more I have to take resources away from serving cus-
tomers better to put them in administrative centers, it is counter-
productive to our mission to serve them better. And in the long
run, it is like, you know, a parent, where I think I know what is
best for the children, but they won’t listen to it, they know what
is best. So that is one of the frustrations I experience.

But I think we are getting there. I think we are making signifi-
cant headway. I think the more we discuss this openly, the more
people appreciate and understand exactly what they are and what
they are not. We are beginning to get some buy-in from it.

Mr. GIBBONS. I want to look into the future now, as best we can.
As I remember the past, in the 20 years or so that I have been on
this committee, our imports have increased more than tenfold in
dollar volume. I can't tell you what the weight volume or the item
volume is, but at least tenfold as far as dollar volume is concerned.

And the employment of your agency has nowhere kept pace with
that kind of increase in volume. As we look forward to the future,
we are spending a lot of time talking about downsizing govern-
ment. But I don’t think that any of us ever consider what the vol-
ume of imports is going to be into this country 10 years from now,
or 20 years from now, as compared to the last 10 or 20 years. As
I see it, foreign trade is really beginning to take off now, and there
are going to be huge increases in volume of imports.

Can Customs handle this with a downsized budget?

Mr. WEISE. Well, Mr. Gibbons, this is one of the fundamental
reasons that we have embarked upon this initiative. It is extremely
difficult for us to keep pace with all of the factors that you enumer-
ate. And that is one of the reasons that we feel that we have to
reexamine ourselves. And not only the number of people, I think
too often too many agencies in the past have always attempted to
resolve problems simply by throwing people at the problem. And
that isn't always the best solution. It certainly is a solution.

But an example, you know, when the American people started
demanding greater access to their money, the answer the banking
industry provided was not giving them more tellers, but it was
coming up with an automated technique, the ATM machine, some-
thing that not that many years ago weren’t that prevalent. But
now, practically none of us could get by without our ATM machine.
So we are trying to improve our processes in that same way of use
technology, use improved systems to be able to go further and do
more,

We are also trying to act fiscally responsible by saying we don’t—
we are not looking for more resources, but let us reinvest through
this reorganization the 800, the 1,400 positions that we can free
up, let us reinvest those in a productive, positive way, and we can
then go back to you, the Congress, and say that we are acting fis-
cally responsible in this environment of tremendous growth of
trade, we are not asking for more resources, just let us keep the
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ones we have to reinvest more productively. Not just keep them the
way they are doing the same things they used to do, we have com-
mitted, we are going to improve our process, improve our allocation
of these resources, and improve our service to our customers.

Those ought to go hand-in-glove. We are not just saying write us
a blank check. We are trying to act very fiscally responsible, as
well as responsible in doing our mission.

I think if we are successful through this budget process, I will
be appearing before the appropriating committees in the next sev-
eral weeks, and that is where I fear the greatest pressure is going
to be coming to downsizing, not just reorganizing, if we can with-
stand that, if we can hold the resources that we have, I think we
can get tremendously more out of it and be prepared to meet those
challenges of growth and trade in the future.

Mr. GIBBONS. Let me ask you, with the proposed balanced budget
amendment and the other things that are on the road, it looks to
me that we are going to have to reduce Federal expenditures very
considerably over what they are now.

How much of a cut can your agency take?

Mr. WEISE. Can I not answer that one? I have to do some analy-
sis of that. It would be very difficult, obviously, Mr. Chairman—ex-
cuse me, Mr. Gibbons. The old school.

Mr. GiBBONS. I sometimes have trouble with that myself.

Chairman CRANE. So do I, Sam.

Mr. WEISE. But I would rather not state on the record what cuts
I could absorb. I would rather continue to fight to preserve the re-
sources that I have.

Mr. GIBBONS. Well, the reason why I throw that out, I didn’t ex-
pect you to give me an answer here today, but, you know, I don’t
see where the cuts are coming from. We are not going to cut Social
Security, we are going to increase military spending, we can’t con-
trol the interest on the debt which is substantial and growing all
the time, we are not going to close down any Federal prisons or fire
any prison guards. If we do away with the FAA, we have got to fi-
nance the replacement somehow by additional user fees or some-
thing. We don’t ever want to call them taxes.

And it looks like to me agencies such as yours are going to have
to take horrendous budget cuts, maybe at least 40, 50 percent in
some cases, And I don’t—somebody—nobody started thinking about
that, that I can see.

Mr. WEISE. Well, Mr. Gibbons, I don’t want to appear as if I am
not willing to sacrifice. Clearly I think it is important, this admin-
istration and this Congress have both talked about the importance
of reducing the fiscal deficit.

Certainly we have a responsibility in government as well as out-
side of government to do our part, and I am not—I have never
asked for a complete exemption, that we should never be cut. We
certainly have to get more out of the resources that we have and
certainly be prepared to be reduced in size.

But one of the things that I have often believed even before 1
took this position, it could potentially be shortsighted to cut reve-
nue to revenue-generating agencies. We are the second largest rev-
enue-collecting agency, collected about $22 billion in the last year.
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I know that maybe pales by comparison to what the Internal Reve-
nue Service collects.

We will continue to try to improve our processes so that we can
get the most out of the least, a government that works better and
costs less. But at some point, you start cutting, you know, out of
the fat and into the muscle and the bone, it will have an impact.
And we are not only a revenue-generating agency, but a very im-
portant law enforcement agency that has an important responsibil-
ity to keep drugs and weapons and other contraband out of this
country.

We will continue at whatever resource level we are given to do
the best job we possibly can, but it goes without saying, that if you
get all the improvements you can out of your processes and out of
your people, at some point, there is going to be a point of diminish-
ing returns in terms of what we can provide. But I don’t think we
have come near reaching that level yet.

I think we are trying to do a very effective job. We are in a dif-
ficult transition period right now trying to maintain doing the good
job that the Customs Service has been known for doing over its
200-year history, while, at the same time, doing some dramatic
changing in the way we are doing our business. I think we are
moving in the right direction.

There are some unsettled times right now. But I think we are
going to see a more efficient, more effective agency in the course
of the next 12 to 18 months.

Mr. GiBBONS. I am sure if it can done, Mr. Weise, you can do it.
You have done a fine job here, you have done a fine job in heading
that agency. I just wanted to commend you.

Thank you.

Mr. WEISE. Thank you very much.

Chairman CRANE. Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman.

And, Mr. Commissioner, welcome. 1, too, wanted to thank you
and your team for the good job you are doing with the moderniza-
tion thus far, and to say to you that I intend to work with you in
any way I can, to be of assistance as we move forward.

I don’t have any questions about the modernization or the reor-
ganization. I had some questions that I will submit for the record
that perhaps you could answer, regarding an issue that is very im-
portant to me and my constituents, which has to do with textile
transshipments.

I would like to ask one question, though. New laws and agree-
ments allow us now to charge a nation’s quota if that nation vio-
lates our transshipment laws, by as much as three times the
amount of the violation, if we give them a full year’s notice. And
we know that criminal cases like this take an awful long time and
often they result in no prosecution.

The question that I would have then is whether you would think
that it might make sense in view of the fact that we will be dealing
with fewer resources, and so forth, that you would turn over these
investigations at some point to the USTR or to the Department of
Commerce and let them deal with it through a quota-reduction sys-
tem, as opposed to dealing with this through the Department of



81

gusti?ce where we have not been as successful as we might have
een’

Mr. WEISE. Well, let me say that in the spirit of true partner-
ship, “People, Processes, & Partnerships,” we are spending a great
deal of time with our counterparts in the Commerce Department
and the USTR dealing with this very issue. And the committee, the
CITA Commission, the Committee for the Implementation of Tex-
tile Agreements, we recognize as a potential problem where there
is a competing interest of pursuing a criminal case to its fullest ex-
tent, vis-a-vis reporting against the charge-backs, which is very im-
portant, obviously, from a domestic policy standpoint.

We have, I think in the near term, have improved that signifi-
cantly over the way it used to be in terms of sharing information
and trying to cooperate as closely as we can. But what you are sug-
gesting is basically fundamentafiy moving away from the criminal
side and that gets a little complicated, as I understand it, because
once you get a U.S. attorney involved, it isn’t just the Customs
Service decision as to whether that will be pursued.

But I guess the best way I can answer that is that an issue we
have been discussing, we are discussing, we should continue dis-
cussing to see if we can’t come up with a method that basically
serves the best public purpose of what we are all trying to achieve
and that is to discourage this practice as effectively as we can.

And sometimes the criminal prosecution, as we have had some
successes with our Operation Q-Tip, has a strong deterrent effect
in the future, perhaps exceeding the actual charge-back that may
discourage others and may get others to act more responsively, of
checking before they deal business—do business with a certain in-
dividual. I think that what you may want is an approach that is
a mixture of both. It is not albl, one or the other, but we need to con-
tinue to work on that.

Mr. PAYNE. Well, I agree, and I think what we need to do is
whatever is most effective.

Mr. WEISE. I agree with that.

Mr. PAYNE. Thank you.

Chairman CRANE. Well, again, George, we congratulate you and
wish you well and look forward to working with you in the future.
Go about your business now and do something constructive, and
thank you very much for testifying.

Mr. WEISE. Thank you very much, Mr. Chairman.

I will take half the audience with me now.

[Questions for the record to Customs and their responses follow:]
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Ways and Means Committee
Subconmittee on Trade

Hearing on Customs Reorganization and Modernization Efforts

January 30, 1995
Questions for the Record

QUESTION: When can we expect that the major elements of the
reorganization effort will be operational? What are the
timelines and milestones for those elements?

ANSWBR: I have attached our key milestones and timelines for
implementation of the Customs reorganization as well as
implementation of the Customs Modernization Legislation.
These documents include the priority actions that we have
already achieved. While much of the organizational
realignment changes will be completed by the end of this
fiscal year, the magnitude of the type culture change we
envision will take many years to fully and effectively
implement.

QUESTION: How do you plan to limit disruption to the trade
community as you implement changes to your operations?

ANSWER : Since our new CMCs will be internally focused, the
trade will not be affected. In most cases, the Customs
contacts in our headquarters and field offices will remain
the gpame. While we are implementing chunges to improve our
performance, we also plan to work closgely with our customers
using a variety of tools, standards and measurement
techniques to assure service is not only maintained, but
improved.
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QUESTION: Will the reorganization result in gquantifiable
cost savings and/or improvements? If so, identify them.

Answer: The goals of the Customs reorganization emphasize
improved customer service. To carry out a strategy of
improving customer service in a tight budgetary environment.
Customs developed a reorganization proposal to allow Customs
to respond to increased workload, customer service needs and
operational requirements.

It is important to note that Customs did not undertake the
reorganization study as a savings or cutback measure. Our
reorganization study proposes that resources saved from the
Headquarters restructuring and the elimination of district
and regional offices be reinvested to allow Customs to meet
increasing workload demands. It will be difficult to
quantify the savings that result from process improvements
and our organizational restructuring because a significant
portion will be reinvested in our front line operations or
will be vused to absorb other mandated reductions or
increased costs.

In order to meet the requirements of legislation such as the
Government Performance and Results Act and the Chief
Financial Officers Act, Customs began to develop a number of
performance measures that will provide a good indication of
the effectiveness of our resource investments. We believe
that as we implement the phases of our reorganization
propcosal, we will be able to improve our performance as
indicated by these measures, or at the very least, maintain
our customer service standards without requesting additional
resources.

a. What are the staff savings from closing district
offices? Regional offices? What are the cost savings from
closing district offices? Regional offices?

ANSWER: - See answer to preceding question.

b. Will there be any additional costs? If so, identify
them and explain how Customs is planning to pay for thenm.

ANSWER : We expect that the reorganization will generate
additional costs associated with retraining, relocation,
employee counseling and placement services, space, and
information technology as we implement various phases of our
proposal. We intend to absorb these costs without asking
Congress for additional funding.

We are trying to minimize the costs associated with the
reorganization. By establishing the Customs Management
Centers (CMCs) and the Strategic Trade Centers (STCs) in
places where we currently have staff the costs of
relocation, space, and equipment redistribution will be kept
as low as possible.

Customs would be happy to provide Congress with an
accounting of our costs. However, a number of undecided
variables would significantly affect our ability to provide
reliable estimates at this time. When the final plan has
been approved, we will be able to provide better estimates.
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QUESTION: How should we measure the success of the
reorganization effort? Wwhat kinds of performance indicators
or measures would accurately do this? How will you use them
to monitor the process? Have you established baseline
measures for each indicator?

ANSWER: Customs is developing three categories of measures
for each of our core processes (e.g. cargo processing,
passenger processing):

Effectiveness -- For cargo and passenger processing, we
are defining our effectiveness as "compliance": the
portion of imports (or passengers) that comply with the
laws that Customs is responsible for enforcing. This
is a good measure of effectiveness because it captures
what we are trying to achieve with our "informed

compliance" efforts -- and gets us away form thinking
of our effectiveress only in terms of seizures or
penalties. In the past year we conducted compliance

measurements of selected imported commodities in all
major ports; and passengers in a small number of
airports and land border crossings.

Customer Service -- Last year Customs established
customer service standards for cargo processing and air
passenger processing in response to the President’'s
Executive Order. These standards dictate how Ilong
Customs will take to process such things as binding
rulings, detention notices, and transactions involving
quota and AD/CVD. They also cover the responsiveness of
the Automated Commercial system and the speed in
clearing commercial air travelers and imports. Customs
is developing the systems to measure how well we adhere
to these standards. Further, we are providing Customs
personnel with the tools to gather and assess the
perceptions of air and land passengers and members of
the trade commurity regarding our performance.

Efficiency -- Customs is also measuring the general
productivity of the cargo and passenger process. We
will measure efficiency not only in terms of cost per
entry and cost per passenger, but also in terms of the
productivity of exams.

With this basic framework of measurement, Customs is trying
to measure how well we achieve our wmission; how well we
serve our immediate customers in the trade community and the
traveling public; and how efficiently we expend public
funds. -
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QUESTION: Customs reorganized its special agent force
several years ago, eliminated regions, and imposed direct
headquarters-line supervision. ’

a. How will the new reorganization plan affect the
special agent force?

ANSWER: The new reorganization will have 1little if any
direct effect on the special agent force. Customs, as
noted, had already streamlined the supervisory structure for
special agents.

b. Who will the investigative Customs agents report to?

ANSWER: The current chain of command remains unchanged.

Each Special Agent in Charge (SAC) to reports directly to
the Headquarters, Director of Operations, Office of
Investigations. Prior to the reorganization, which
took place in 1993, each SAC reported to the Assistant
Regional Commissioner for Enforcement (ARCE) for that
geographical area who in turn reported to one of the
seven Regional Commissioners.

c. How will the Customs Service ensure there is
sufficient supervision over local SAC offices?

ANSWER : The Director of Operations, Office of
Investigations, has Assistant Directors each responsible
for the oversight of specific programmatic and operational
issues relative to each SAC office.

d. Are SAC offices s8till subject to management
inspections?

ANSWER: Yes, they are conducted by an element of the
Office of Internal Affairs.

QUESTION: Will any ports lose their rights of entry under
reorganization?

ANSWER: No, we plan to maintain all ports of entry where
sexrvices are delivered to our customers. Moreover, we plan
to strengthen our service to the importing community by
enhancing performance measurement to ensure that we are
improving our ability to deliver services uniformly at all
ports of entry.
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QUESTJION: Provide a detalled description of how functions
now handled by the district and regional offices will be
handles as a result of the reorganization.

a. How will the legal functions such as Regional Counsel be
handled as a result of the reorganization? Will the
regional counsel be placed in the CMCs or be centralized?

ANSWER: The Chief Counsel’s office will not centralize all
legal activity. It will continue to have field offices at
selected CMCs. ‘

b. Who will assume the legal and operational roles of the
District Directors and Regional Commissioners?

ANSWER: In most cases, the operational and legal roles of
the District Directors and Regional Commissioners will be
assumed by the Port Directors. Since the CMCs will be
internally focused operational oversight and administrative
support offices, technical appeals, protests, petitions for
relief and FP&F matters which are not resolved at the ports
will be handled by Customs Headquarters.

. How will customer complaints that previously were
handled by the districts and regions be addressed under the
reorganization structure?

ANSWER: Responding to customer complaints will continue to
be primarily the responsibility of the ports. Complaints
that are not satisfactorily resolved at the port level will
be addressed to our Headquarters process owners for
resolution. However, the resolution of these inquiries will
be channeled back through the port structure for response to
the customer. CMCs will not be involved in responding to
customer complaints since their primary focus is internal to
Customs. If complaints are received at the CMCs they will
be forwarded to either the ports or the Headquarters process
owners, where appropriate.

d. How can 20 Customs Management Centers absorb the
functions of 42 districts and 7 regions?

ANSWER: Many of the functions that had been performed by
the districts and regions are no longer needed. Therefore,
CMCs will not be absorbing the functions of the disgtricts
and regions. The work of the CMCs differ from that of the
districts and regions. The role of CMCs 1is one of
facilitating change and providing guidance on core business
processes at the ports within their respective geographic
areas as well as providing administrative support and
guidance to the ports. By eliminating one layer of
management and empowering the ports to deal with the trade
and the public, we are providing for the execution of day-
to-day Customs business closer to the point of transaction.
Customs service provided to the trade and the public will
continue at the same locations where it is conducted today.
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QUEISTION: Will the abolition of districts and regions have
an adverse effect on the business of any ports currently
serviced by Customs? How can you reassure those ports that
they will not be adversely affected?

ANSWER: There will be no adverse effect on business because
the shift from the district/region environment to the CMC is
internally focused and transparent to the Dbusiness
community. To the contrary, personnel resources that were
tied to managerial and administrative functions will be
transferred to positions that provide service directly to
the public, principally at the port level. The CMCs were
created for the sole purpose of providing support to the
ports and will have no operational interaction with the
trade community. The CMCs will have the mission of
collaborating with Headquarters and the ports to improve the
uniformity, effectiveness and efficiency of the Service.
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QUESTION: How will the supervision and control of the
Customs brokers be delineated?

a. Will brokers be permitted by CMC geographic lines as
they were under Districts?

ANSWER: Broker licenses are required by statute. Licenses
are national in scope while permits are issued by district.
However, district directors, by statute, are the Customs
officials responsible for monitoring brokers, issuing broker
penalties, and initiating and adjudicating suspension and
revocation proceedings.

Since October 1, 1987, a broker is required by statute to
employ a licensed individual in each district for which he
has been issued a permit. The statute also provides for
waiver of that requirement if the broker regularly employs
a licensed individual in the Region who can exercise
responsible supervision and control over Customs business in
the district. When the statutory provision became
effective, Customs vigorously enforced it. Brokers who
could not meet the requirement were put out of business in
that location. As a result, brokers have, since 1987,
organized their kusiness to comply with those requirements.

As a result, NCEFAA has proposed that Customs maintain the
status quo for licensing and ©permits wunder the
reorganization. Customs has agreed to maintain the status
quo, but only appropriate transitions can be arranged.
Broker Regions and Districts which mirror the existing
regions and districts wbould be created until the new scheme
can be implemented. The port directors at the former
districts/ports would continue to perform the duties of the
district director with regard to provisions of 19 USC 1641.

b. Will brokers who operate in multiple CMCe have separate
permits? Or will the permits cover the existing territorial
boundaries?

ANSWER: A joint task force, made up of Customs and broker
representatives, -which recently has been created to deal
with all broker issues arising from the Mod Act and
Reorganization, will pursue a solution to this issue as one
of its first items of business. It will be necessary to
seek a statutory amendment to 19 USC 1641 as it relates to
licensing and permits once agreement has been reached.

¢. If permitting is expanded to CMCs geographic areas, how
would Customs ensure adequate supervision and control was
being administered?

ANSWER: In keeping with the spirit of the Mod Act, the
trade will participate fully in the development of a new
license and permit scheme for brokers. As a result of Mod
Act programs and the increased availability of advanced
technology, brokers and importers are rethinking the way
that they do business. Customs will do its best to
accommodate the desires of the trade while maintaining
adequate supervision and control over the conduct of Customs
business. We cannot say for certain at this time what the
final outcome will be but we believe that there will be a
heavier reliance on technology to achieve responsible
supervision and control.
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8 Provide a detailed status report on the
management inspection process conducted by the Office of
Organizational Bffectiveness or its successor office.

a. Bummarize the findings of the most recent 1nspectiona:

ANSWER: The most recent management inspections were
conducted at the Detrcoit and Tampa, District and Special
Agent -in-Charge (SAC) offices. Customs conducts
comprehensive inspections to ascertain the overall health of
an organization. Inspections evaluate the manager’s
compliance with published standards identified in national
papers and policy guidelines, coupled with an assessment of
general management practices, to determine the effectiveness
and efficiency of the office. A summary of the above
inspections follows:

ict Di - [o] 1

The District Director provides Customs operational and
administrative services adequately. Perceived shortages in
staff compel the District to be satisfied with routine
processing of commercial traffic. Content with a small
number of complaints, they are not striving for efficiencies
and increased effectiveness through continued inward
analysis.

Compliance Measurement of automobiles and parts was well
executed both internally and externally (trade). The Port
Huron operation is exemplary in all areas. EEO efforts are
commendable and should eventually prove effective. Trade
Enforcement initiatives are properly emphasized.
Performance in the FP&F and Seized Property program areas is
steadily improving. Oversight of ACS error reports and
collections processes, alignment of the I&C work force to
actual work and validated threats, and full enforcement
coverage of all modes of transportation, are the most
serious issues facing the District.

District policy is sometimes constrained by historical
precedent and practice, rather than being directed toward
progressive strategies to deal with a large workload. The
sheer volume of transactions, number of processing locations
and diversity of release methodologies yields an
organization that is slow to react, unable to measure
productivity nor pursue opportunities for improvement.

Supervisory oversight of basic processes, and analysis of
resource distribution and utilization, require renewed
attention. Threat assessments and analysis efforts could
rarely be articulated within Inspection & Control or
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Commercial Operations to support strategy decisions. Intra-
office communication is steadily improving under the new
Assiastant District Directors. Trade relations are good.
NTEU partnership is working well. The Trade Enforcement
Strategy (TES) effort is good aa shown by an excellent
relationship with the Office of Investigations. Other
agency relations are very good due to the external focus of
the District Director.

The District Director acknowledged the deficient areas and
agreed to corrective actions that will be reviewed during
the follow-up inspection.

Detroj i -in- A - r 1994

The SAC is effectively accomplishing the Customs mission.
Detroit is a well managed office that supports the national
enforcement priorities. The inspection revealed no serious
management issues.

Current threat assessments are used as a tool to allocate
resources. The SAC uses resources effectively in support of
national goals, consistent with the threat assessments.
While the office has been productive in all priority
programs, with prosecution of high quality violators, a
downward trend is emerging, beginning with FY’93. Sixty-
seven percent of the formal staff hours and 90% of the
arrests, during the last two years, were in financial and
narcotics smuggling.

Case management is good. Most narcotic smuggling
investigations targeted the disruption and dismantling of
organizations engaged in long-term conspiracies. Most of

the financial cases are productive and narcotics related.
The fraud program has recently produced cases for criminal
prosecution. The Trade Enforcement Strategy was developed
and carried out jointly with the District Director. The
export program is viable having generated several cases for
criminal prosecution.

The general management climate within the office is
positive. Relations with internal and external enforcement
counterparts are excellent. Administrative areas are in
good shape with few minor exceptions.

Attention to quality source development, regular supervisory
case reviews, controlled storage of evidence, improper
access to the imprest fund safe, and several formal
management controls are cited as areas for improvement.

The Special Agent-in-Charge acknowledged the deficient areas
and agreed to corrective actions that will be reviewed
during the follow-up inspection.
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Tampa District Director - August 1994

The Tampa District Director is doing well in most
operational and administrative areas. Trade Enforcement
Strategy efforts are quite successful. However, the general
outbound enforcement and narcotics enforcement posture is
weak, particularly concerning cargo examination, criteria
development and intelligence analysis. The Commercial
Operations effort could also benefit from ranking duties and
improved focus. The North Florida Special Agent-in-Charge
(Tampa) is negatively affecting the seized property program
by mishandling of documentation, delays in turning over
seizures, etc. FP&F, Equal Employment Opportunity, and
Labor Management Relations are properly managed.

Relations with the trade community are greatly improved.
This 1is attributable to the efforts of the District
management staff to meet with the trade and otherwise open
lines of communication.

Burdensome reporting, documentation, and information flow
requirements hamper the efficiency of operational and
management efforts. Further, a delegation of authority to
and span of control commensurate with the
management/supervisory chain will empower these employees
and enable them to achieve their maximum potential.

The District Director acknowledged the deficient areas and
agreed to corrective actions that will be reviewed during
the follow-up inspection.

North Florida Special Agent-in-Charge (SAC) - August 1994

The Special Agent-in-Charge (Tampa) is managing the office
well and effectively supporting of the national enforcement
priorities.

Threat assessments are current. Resources are effectively
used to support national goals, but need adjustments to
align them more closely with the threat. While enforcement
statistics are generally good, a downward trend is emerging,
beginning with FY’92. Narcotic smuggling accounts for 60%
of the staff hours.

Case management is good; still, some locations need
improvement in case file maintenance. The office has
geveral highly complex narcotic smuggling cases, conducted
under the purview of the Organized Crime Drug Enforcement
Task Force (OCDETF), that produced significant arrests and

seizures from major violator organizations. Most of the
financial investigations have generated narcotics-related
results. The Trade Enforcement Strategy is fully

implemented and generates criminal fraud cases in each TES
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category. Generally, the Resident Agent-in-Charge (RAC)
offices are well managed, except two locations that need
attention. Source development in narcotics smuggling is
excellent; the SAC needs to expand initiatives in other
investigative areas.

The general management climate within the office is positive
except at two locations. Relationships with internal and
external counterparts approach excellence, but communication
with the District FP&F staff needs attention.
Administrative areas are in generally good shape with few
exceptions.

Case management, records maintenance, operational and
administrative issues at two RAC locations, and unliquidated
budget issues are cited as areas for improvement.

The Special Agent-in-Charge acknowledged the deficient areas
and agreed to corrective actions that will be reviewed
during the follow-up inspection.

b. Explain how the inspection process will be affected by
the reorganization.

ANSWER: As the impl=mentation for the reorganization begins
to affect field opecstiomns, the focus of the management
inspections will be temporarily shifted from all field
offices to the Uftice of Investigations (0OI) field offices,
which are least affected by the transition. It is expected
that the new organizations will be subject to a management
inspection once they are established, become fully
functional, and are ready for review as determined by the
executive staff. The frequency and scheduling for these
inspections will be done in close coordination with the
process owners, CMC and STC directors.

c. Will CMCs be subject to the inspection process? If not,
why?

ANSWER : All organizations/entities are subject to
management inspections. It is envisioned that oversight for
the CMC’s will be exercised from Headquarters and that CMC's
will require periodic office inspections similar to what
occurs now under our inspection cycle. It is expected that
CMC’s will become subject to an office inspection once the
transition phase is completed, and when it is determined by
the executive staff that the CMC’s are fully functional and
ready for review.
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QUESTION: How will the reorganization affect the Customs
in-bond program, that middle American cities such as Chicago
and Houston have come to rely on so heavily?

ANSWER: The reorganization does not affect the Customs in-
bond program.

a. Summarize the internal control weaknesses or other
problems reported in recent IG and GAO audits concerning the
in-bond program.

ANSWER: Recent audits conducted by the General Accounting
Office (GAO), the Treasury’s Office of the Inapector General
(01G), and Customs Office of Organizational Effectiveness
(OOE), have cited three major deficiencies within the
current in-bond program. The most current report on these
issues is dated June 15, 1994 (GAO/AMID-94-119). Customs
concurs that these findings have validity. The audits were
conducted to determine Customs compliance with the
provisions of the Chief Financial Officers {(CFO) Act of
1990. Implicit in all of the reviews was Customs lack of an
adequate statistical database to identify the universe of
in-bond freight movements and the extent of the cited
deficiencies.

The first deficiency cited was Custome inability to
adequately track in-bond movements. In-bond records were
not always opened and/or closed properly, resulting in cargo
not being tracked and generated reports which yield
inappropriate pre-penalty actions. As a consequence, both
the trade community and Customs have been burdened with
unnecessary additional processing and expense.

The second deficiency cited was the potential for loss of
revenue. The auditors illustrated that Customs is unable to
assess either the proper penalty amounts or determine the
correct revenue that should have been collected during any
specific time period. Because proper classification and
accurate value of cargo is not required prior to in-bond
movement authorization, Customs lacks the ability to
correctly assess penalty action for in-bond violations.

The third deficiency cited was Customs inability to perform
an electronic risk assessment prior to in-bond movement
authorization. It was recommended that Customs process in-
bond information through electronic selectivity filters
prior to cargo arrival at the first port in the U.S.

b. Will the in-bond program be allowed to continue in its
existing form?

ANSWER : Yes. Currently proposed changes to the in-bond
system involve tightening internal controls and do not
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affect the importing community or the current processing of
in-bond movements.

c. How does Customs plan on both preserving the benefits of
this program, and addressing the audit findings?

ANSWER: The in-bond of imported freight is so popular with
the importing community, but causes revenue and drug
enforcement concerns as it 1is currently administered.
Customs will attempt to address these concerns by added
emphasis on compliance wmeasBurement techniques, informed
compliance, and random post audits. These techniques should
cloge any potential revenue gaps by penalizing violators in
a meaningful fashion.

d. What changes are planned, and when will they become
effective?

ANSWER: The only changes planned would be within Customs
and not effect the importing community. Even these internal
changes (Compliance Measurement, Informed Compliance, and
Random Post Audit), would require programming changes,
testing at several designated ports, and fine-tuning. It is
expected that it would take several years to implement fully
at all servicing ports.

e. Summarize comments received to date from the private
sector on these proposed changes.

ANSWER: Most of the comments had to do with the perception
that in-bond would be eliminated, and that there is nothing
wrong with in-bond movements except for Customs inability to
track them.

There were several comments regarding Customs inability to
perform an adequate electronic risk assessment prior to in-
bond authorization.

Several comments believed that importers would be forced to
use a representative other than that of their own choice,
which would force importers’ to divulge privileged
commercial information to anyone other than their own chosen
representative. This ccmment reflects a misunderstanding of
Customs proposal.

Other comments suggest changes to our examination policy,
and that making changes to any system would be unsettling.

f. ' Will any additional information or requirements be
placed on the importer or its agent who processes the in-
bond entry?

ANSWER: At this time, there is no additional information
nor any change in procedures that would affect the trade
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community.

g. If there are additional requirements placed on the
importing community, explain how these additional
requirements will not pose an undue burden or create
congestion at first ports of arrival?

ANSWER : The Customs Service has not published any new
rulings or regulations on this issue because we are
committed to working closely with the trade community.
There are no additional requirements placed on the importing
community.

h. Wwhat are the consequences of leaving the in-bond program
unchanged?

ANSWER : The June 1994 Financial Audit of U.S. Customs,
issued by the General Accounting Office (GAO/AMID-94-119),
describes ways in which some parties might circumvent
Customs enforcement techniques by utilizing transportation
in-bond procedures for moving cargo from one United States
port to another. GAO has found that such wmovements,
particularly those supposedly transiting the country for
ultimate export, pose a serious revenue threat which Customs
fails to address under existing procedures. This cited flaw
was identified as providing unique opportunities for
unscrupulous persons to introduce contraband and to evade
quota restrictions, tariffs, and dumping duties. Once the
new proposal has met with approval within Customs, GAO will
be given an opportunity to decide if this proposal satisfies
their revenue protection criteria.
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QUESTION: What functions will the new CMCs perform?

ANSWER: Their most important function will be to ensure
that Customs delivers high quality uniform service at the
ports by monitoring core processes and devising waya to
improve them. The CMCs will also provide mission support
services for the ports in that geographic area.

a. Will the CMCs corduct any business with Custom’s
customers?

ANSWER: Because the CMCs are internally focused, they will
seldom deal with Customs traditional customers in the way
the regions and districts now do. However, the CMCs will be
involved with measuring customer satisfaction, and that will
necessitate some contact with external customers. What the
CMCs will definitely not do is to act as an appellate office
to review decisions made at the port level.

b. What specific role will the CMCs play in ensuring
consistent oversight and policy implementation at the ports?

ANSWER : The CMCs will specifically be responsible for
ensuring uniformity and the quality of services provided by
the ports. They will use a variety of techniques to do so,
including customer :rsatisfaction surveys, Business Process
Improvement, statistical analysis and measurement
techniques.

c. Will Customs Management Centers ever be involved in
operational dealinge relative to actual Customs entries? If
so, explain how. If not, what will the appellate process be
for differences of opinion between local field personnel and
the importing community? Where will the disputes be solved?

ANSWER : The CMCs will be internally focused operational
oversight and administrative support offices. Therefore,
technical appeals, protests, petitions for relief, and FP&F
matters that are not resolved at the ports will be handled
by Customs Headquarters. These new appeal procedures will
be set out in amended regulations.

d. Will any headquarter personnel be co-located at CMCs?
If so, how many and what will they do?

ANSWER: There will be no Headquarters personnel co-located
at CMCs. All personnel located at the CMC will report
directly to the CMC Director, but in some cases, will have
functional oversight from Headquarters offices in areas such
as LAN administration and Equal Employment Opportunity.

QUESTION: There is the perception that ports located near
a CMC will have an advantage over ports not in c¢lose
proximity to a CMC. Please comment on this.

ANSWER : Ports located in close proximity to a CMC will

not have an advantage over other ports. CMCs will not
provide service to the trade community. Their focus is
internal, not external. In fact, these offices will be

invisible to the trade community. All trade activity, which
has traditionally been performed at the ports of entry, will
continue to be performed at the ports as usual without any
consideration being given to their proximity to CMCs.



14.

15.

98

Question: How is the implementation of the pilot program
proceeding? What is the proposed implementation timetable
for the remaining CMC’s and STC’s?

a. What obstacles did you face in setting up the prototype
STC in Washington, D.C.and the prototype CMCs in San
Diego and New Orleans?

Answer: We have been prototyping various strategic trade
activities for several months in Washington. This has
included extensive outreach programs with customers in
affected industries, and other trade agencies. Also,
extensive work has been accomplished in implementing and
improving our Compliance Measurement systems, and in
refining our vast array of analytical and targeting systems.
Finally, a number of prototype "interventions" have been
designed and conducted. These have covered a variety of
sensitive products, source countries, and methodologies.

We are currently developing the national procedures and
processes needed to effectively coordinate and execute these
interventions. Based on the experience gained, we will
refine our methods, train our employees, and will fully
implement the five STC’s by October 1, 1995.

Two CMC pilot ports - New Orleans and San Diego - have been
up and running since mid-January of this year. Though the
structure of the two prototypes are quite different their
migsion is the same in that they are committed to providing
gervice to the internal customer - Customs Ports. Three
weeks into the test has revealed the need for very minor
adjustment that were necessary for internal Customs
management issues; otherwise, the CMC pilot is operating
smoothly with no noticeable impact on the trade community.

The remaining 18 CMC locations are scheduled for
implementation on Octcber 1, 1995.

QUESTION: Who within Customs will be responsible for
overseeing or supervising the CMCs?

ANSWER : The CMC Directors will report directly and be
supervised by the Assisgtant Commissioner, Field Operations.



16.

99

QUESTION: Provide a detailed explanation of all curremt or
planned enhancements to the existing system components as
set forth in Section 631 of the Mod Act (19 U.S.C. 1411),
including the cost, sequencing and expected operational date
for each.

a. Will you apply the planning, testing, evaluation and
consultation provisions of the Mod Act (19 U.8.C. 1413) to
these enhancements? If not, explain why.

b. Provide implementation time lines and milestones for
each component.

c¢. Does Customs consider remote location filing to be an
enhancement to the current system. If so, provide the legal
basis for that interpretation.

ANSWER: We do not plan to make any changes to the current
Automated Commercial System (ACS). Only maintenance will be
done on ACS, changes required to support operational
workload, and other changes required to support our
reorganization effort. In addition, we will make changes to
ACS that may be required by legislation (for example, GATT).
As outlined in the SIMPlan for the Automated Commercial
Environment, major system changes will be undertaken in the
ACS redesign.

We do plan to test prototypes of remote location filing
without making major changes to ACS. The purpose of the
prototypes would be to gain operational and system
experience on remote location filing that we could
incorporate a successful system into the ACS redesign. We
do not consider remote location filing an enhancement to the
existing system, and do not plan to fully implement remote
location filing until design of a successor system to ACS is
complete. The prototypes for remote will apply the planning
testing, evaluation, and consultation provisions of the Mod
Act. The current plan is to offer an initial prototype in
June of 1995 with a limited number of participants and
ports. It will last for a period of six months and then be
evaluated. Depending on the outcome and evaluation of the
first prototype, we plan to offer a second prototype in June
of 1996. At that time, we would expect to add more
participants and ports.
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QUESTION: Provide a detailed explanation of the planned
system components, including remove location filing, as set
forth in Section 631 of the Mod Act (19 U.S.C. 1411),
including the cost sequencing, and expected operational date
for each.

ANSWER : The Customs Service has not yet completed the
detailed planning for future system components. The ACE
SIMPlan describes the overall plan for the new system and
the development approach being followed. Details regarding
implementation of specific components will not be available
until the design phase of the project is underway in late
1985.

a. Provide a detailed explanation of how Customs will meet
the planning, testing, evaluation and consultation
provisions of the Mod Act (19 U.S.C. 1413) for each of the
planned system components.

ANSWER: ACE implementation will comply with the planning,
testing, evaluation, and consultation provisions of the Mod
Act. Customs planning for the conduct of two prototypes of
remote location filing is an example of how it will comply
with 19 U.S.C. 1413. Through publication in the Customs
Bulletin, Customs intends to announce its test plans and
solicit comments regarding its objectives, eligibility
criteria, basis for participant selection, and plans for
establishment of an evaluation committee made up of Customs,
trade and other agency representatives.

Prior to initiating its remote location filing tests, as
well as future tests of planned components, Customs intends
to submit copies of its final implementation plans to the
"Committees." Subsequent to these tests, Customs plans to
submit the results of each test and an evaluation report.
Finally, in the spirit of the Mod Act, Customs does intend
to continue to emphasize trade community consultation.

b. Provide implementation time lines and milestones for
each component.

ANSWER: Complete time lines and milestones for programming,
testing and implementation will not be available until the
fall of 1996. ACE must first complete its analysis of user
design requirements during the fall of 1995. The date for
overall implementation of ACE is October 1998.
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QUESTION: Provide a detailed explanation of any current or
planned systems initiatives not addressed under the two
previous questions.

Answer: The ACE SIMPlan describes all components that are
currently planned for the new system. These components will
be defined in more detail during the requirements definition
and design phases of the project.

a. Will you apply the planning, testing, evaluation, and
consultation provisions of the Mod Act (19 U.S.C. 1413) or
similar requirements to these enhancements? If not, explain
why.

ANSWER: Customs will apply the provisions of 19 U.S.C. 1413
to all components of ACE.

QUESTION: When will the overall systems plan, as required
by the Mod Act (19 U.8.C. 1413) be submitted to the
Committee?

ANSWER: A copy of the ACE SIMPlan was provided to
Subcommittee staff at a pre-hearing meeting on January 13,
1995. The S8IMPlan is also incorporated into the Mod
Act/NCAP report which is on its way to the Subcommittee via
Treasury.
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QUESTION: Will you ensurse that the basics of the system are
working (including the system for selecting high risk cargo)
before initiating the more advanced features (including
remote location filing)? How?

ANSWER: As defined in the SIMPlan, ACE is being developed
so that all components will work in an integrated fashion.
The ACE team, under the overall direction of the Trade
Compliance Process Owner, is working with the Selectivity
Redesign project and the Mod Act Task Force, among others,
to ensure that this integration is built in from the outset.
The Information Engineering methodology being used for the
ACE project stresses the identification of dependencies
between system components so that these components are
designed and implemented in the proper order. At this
stage, it is not clear that there is a dependency between
gelectivity and remote filing.

a. Will the selectivity redesign be completed before remote
location filing is implemented?

ANSWER: As the Selectivity Redesign project has been in
place for over two years and planning for remote filing only
began recently, the new selectivity approach is much further
along than remote filing. The compliance measurement
portion of Selectivity Redesign has already been implemented
with a national measurement of all commodities (at the four
digit HTS level) in progress for FY 1995, Customs has also
completed several "gimulations® of mnew statistical
selectivity approaches and numerous targeting prototypes are
in operation. A comprehensive targeting prototype,
combining the best features of some of the more promising
prototypes, is planned for August 1995. Two remote filing
prototypes are also planned, but they will not be as
comprehensive as the selectivity prototypes. Based on the
relative progress of the two efforts, we expect selectivity
redesign to be ready for implementation prior to remote
filing.
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In the past, Customs efforts to ensure compliance
with trade laws have heen viewed as ineffective.

a. What is Customs doing to correct this?

b. What improvements have been made to the system for
targeting high risk cargo (cargo selectivity)? When
will they be fully operational?

c. What changes have been made to measure compliance with
the trade laws?

d. What is the level of compliance today?

ANSWER: After several years of effort, Customs has recently
revitalized its compliance measurement methodologies, and
established an organization to develop and administer the
Commercial Compliance Program. This program, which embodies
both standardized procedures and automated systems to
facilitate data collection, fosters uniform and refined
measurement of the 1levels of compliance obtained from
hundreds of thousands of examinations and inspections. The
new program is focused on the entirety of U.S. trade
agreements, devoting even greater attention to such high
visibility agreements as NAFTA. The program’s underlying
methodologies have been reviewed and approved by various
external governmental reviews at each step in its
development.

In Fiscal Year 1994, these methods allowed Customs to
provide a statistically valid compliance report on over 20
key industries or commodities: that is, industries
possessing historical significance to Customs. These
measurements have provided invaluable feedback, allowing us
to make refinements for nationwide implementation in Fiscal
Year 1995. The FY 1994 report to the Committee which
reflects the results in the participating Customs districts
will be transmitted shortly.

In Fiscal Year 1995, our compliance measurement program will
provide comprehensive information on National Compliance
rates for each of over 1200 commodity groupings in the
Harmonized Tariff Schedules. Also, each district will
implement this comprehensive program and provide information
for each location. Additionally, there will be national
data to support follow-on analysis, as well as information
for resource planning and deployment.

During the first quarter of Fiscal Year 1995, the national
compliance rate was 83.5% overall. This preliminary overall
rate ia a cause for concern because it is much lower than we
would 1like it to be. Further, this non-compliance has
revenue implications. On the positive side, early findings
highlight that compliance performance in critical areas such
as Quota and Intellectual Property Rights is high and
reflective of less need in the future for monitoring.
Reveniue projections have yet to be completed, but will be
available shortly.
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QUESTION: Provide a copy of the most recent annual national
trade and customs law violation estimates and a copy of the
most recent trade enforcement strategy (19 U.S.C. 2083).

ANSWER: A copy of each is attached. The Trade Enforcement
Strategy is embodied within the Customs Five Year Plan and
the Customs Annual Plan.

a. How frequently are these documents updated? When will
the next editions be submitted to the Committee?

ANSWER: The Annual National Trade and Customs Law Violation
Estimates Report as well as the Trade Enforcement Strategy
are updated annually. The next National Trade and Customs
Law Violation Estimates report will be issued at the start
of the next fiscal year, while the Trade Enforcement
Strategy will be updated in April 1995.

b. How are these documents used by Customs?

ANSWER : The Trade Enforcement Strategy sets forth the
Customs framework to achieve the goal to maximize trade
compliance through a balanced program of informed
compliance, targeted enforcement actions, and the
facilitation of ‘complying cargo. The Annual Plan translates
these broad goals into concrete actions which will improve
our trade enforcement.

c. Has the current violation estimates regquirement been
replaced or superseded by the new compliance measurement
system?

ANSWER: With regard to the National Trade and Customs Law
Violation Estimates Report, we find very little value for
Customs enforcement purposes. Our new compliance
measurement system will provide the statistically valid
analysis to provide meaningful reports for our enforcement
purposes as well as the interest of Congressional
Committees now receiving the National Trade and Customs Law
Violation Estimates Report.

Customs is confident that our revitalized compliance
measurement methodologies will allow the opportunity to
evaluate the continued use of and need for the National
Trade and Customs Law Violation Estimates Report. Our
Compliance measurement system embodies both standardized
procedures and automated systems to facilitate data
collection, fosters uniform and refined measurement of the
levels of compliance cbtained from hundreds of thousands of
examinations and inspections. The new program is focused on
the entirety of U.S. Trade Agreements, devoting even greater
attention to such high visibility agreements as NAFTA.

In FY-1994, the program’s operation has allowed Customs to
provide a statistically valid compliance report on over 20
key industries or commodities. The report, outlining FY-
1994 results in these industries among participating Customs
districts, will be made available to the Committee in the
near future.

In FY-1995, this program will provide comprehensive
information on National Compliance Rates for each of over
1,200 commedity groupings listed in the Harmonized Tariff
Schedule. Additionally, each district will implement this
comprehensive program and provide information relevant to
the location, nationwide data to support follow-on analysis,
as well as information to assist Customs resource planning
and deployment.
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QUESTION: In the past, Customs rushed systems ahead before
they were ready, so that they did not work as the users of
the systems intended. How will Customs correct that problem
this time around?

ANSWER : Customs is redesigning the Automated Commercial
System (ACS) under the Automated Commercial Environment
(ACE) development project. The ACE Strategic Information
Management Plan (SIMPlan), which was submitted to the
subcommittee as part of the report on the Mod Act/National
Customs Automaticn Program, sets forth the approach and

schedule for ACE. As documented in the SIMPlan, we are
taking a very deliberate and structured approach to
developing ACE. A business process improvement effort,

headed by a senior executive Process Owner, is defining the
operational requirements for ACE, in close coordination with
the ACE development team. A Trade Support Network (TSN) and
Field Support Network (FSN), representing trade community
and Customs field users, respectively, have been established
to ensure end-user needs are addressed throughout the
project. All requirements are being documented and modelled
using an established development methodology support by a
CASE tool. No aspect of the system will move forward until
it has been approved by the Process Owner and thoroughly
tested by end-users.

QUESTION: How will the computer system changes improve
Customs ability to meet the goals of "informed compliance:
under the Modernization Act?

ANSWER : The implementation of the Mod Act "informed
compliance" concept will be dictated by the Trade Compliance
process improvement effort under the direction of the
Process Owner. Moving to an informed compliance approach is
one of the goals and strategies for the Trade Compliance
effort. An imgortant supporting concept is that of an
"account based" approach. Although our computer system will
continue to process each trade transaction, our focus will
now be on the accounts that submit these transactions,
rather than each individual transaction. Using our
redesigned selectivity system to analyze these transactions,
we will monitor the compliance of the accounts. Identified
compliance problems will be routed to our new "account
servicing"” process to perform the necessary informed
compliance activities that will bring the account up to the
desired level of compliance. By having a readily available
account history, we will have a better context for judging
how to act on individual problem transactions. Our computer
gystem will track the informed compliance activities and the
continuing level of compliance to determine the
effectiveness of ithese activities and the performance of the
account.

QUESTION: How will Customs ensure that its system
modernization effort will be based on business and customer
needs?

ANSWER : ACE will be developed based on the direction
provided by the Trade Compliance process improvement effort.
As part of this effort, Process Improvement Teams (PIT) are
meeting with both internal and external customers to
determine their needs. These needs are being used to design
the new trade Ccmpiiance processes which, in turn, serve as
the requirements for ACE. In addition, the ACE team is
working with its Trade Support Network (TSN) and Field
Support Network (FSN) on a continuing basis to ensure that
the detailed system functions operate in a matter that meet

t+heir neada
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QUESTION: In the past, coordination of autcmation planning
was a problem. Yet there are still many different groups
within Customs that plan automation.

a. Describe each group, task force, committee, office or
other entity that is responsible for planning any current or
proposed automated system.

ANSWER : The Office of Information and Technology (OIT)
Program Management Staff currently oversees formal
information systems planning activities for the OIT. This
function will be transferred to the IRM Division being
established as part of OITs reengineered approach to
providing service to its customers and will increase
emphasis on the planning program. Planning for current or
proposed automated systems is initiated at the application
working group level. Initiatives are elevated to the ADP
Steering Committee when warranted to ensure a coordinated
approach and that system development is in synch with agency
priorities.

b. What is the role of the ADP Steering Committee?
ANSWER : Developme..t of Customs ADP capabilities and the

overall strategi=s and policies that guide the management of
these resources cre under the direction of the ADP Steering

Committee. This committee 1is chaired by the Deputy
Commissioner and had broad representation of Customs
executives and technical personnel. The ADP Steering

Committee meets regularly to coordinate Customs ADP support
with mission and program priorities, and consider major
automation procurement and planning initiatives for the
short and longer-term future.

Established priorities and input received from ADP Steering
Committee exchanges are used in all long range planning
activities conducted by the Office of Information and
Technology and are integrated with the U. S. Customs Service
Five Year Plan and Office of Information and Technology
strategic planning decuments.

c. What is the role of the Executive Improvement Team?

ANSWER: A Reorganization Study Team was established on
October 1, 1993, to evaluate Customs existing organizational
structure and identify possible areas where operational
efficiencies could be achieved through restructuring. The
Executive Improvement Team currently functions to ensure
that the intent of process improvement findings from the
Reorganization Study Team are carried out in the
implementation of newly established organization structures.
The Executive Improvement Team approved the new structure
for the Office ‘0of Information and Technology which will
facilitate the delivery of information resource processing
services to the users of Customs automated systems.

d. How are these activities coordinated? Do you have one
office or person that is responsible for coordinating all
automation planning?

ANSWER : The Assistant Commissioner for Information and
Technology has the ultimate responsibility within the U.S.
Customs Service for coordinating Customs IRM program
planning and related activities.
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QUESTION: Provide a status report on the implementation of
the Automated Export System (AES).

a. What is the cost of the system, and when will it be
operational?

b. Please explain how you plan to address confidentiality
and timeliness concerns in your implementation of the AES.

ANSWER : Status: Development work is underway to re-
engineer the export process to improve trade statistics,
customer service, maragement of Harbor Maintenance Fees, and
targeting and enforcement of export laws. AES will also
provide an information gateway for all U.S. Government
agencies involved in export, providing one-stop shopping for
information and license validation.

To ensure user participation in the design and
implementation of AES, 79 public or industry group meetings
have been held to date and many more are already scheduled
for 1995. A Trade Resource Group, a Customs Field Resource
Group, and a Government Resource Group are regularly
convened to provide input to the design of AES.

A phased approach for AES development and implementation is
being pursued. - The phasing involves both database content
and mode of trwunsportation. The proposed AES Phase I, July
1995, will focus cn the sea environment. Air and air
couriers will be implemented beginning in March 1996. Land
borders (truck and rail) will follow in December 1996. An
Implementation Plan is currently being reviewed by the Trade
Resource Group and our partnership agencies. Once that
review is completed, site selections for Phase I will be
announced.

Cost: Development and implementation costs are expected to
be: $1.5 million in FY 1995, $3.8 million in FY 1996
(forward funding in -FY 1995 under consideration), with
recurring costs estimated at $1.7 million per year for
maintenance, licenses, enhancements and port software.

Confidentiality: The exporter will be responsible for the
commodity data and updates; the carrier will be responsible
for the transportation data and updates. However, the data
can be transmitted by a freight forwarder, service bureau,
broker, or port authority acting as an agent for the
exporter or carrier. AES will not share data between the
carrier and exporter.

All access to data will be on a "need to know" basis.
Census laws on disclosure remain in effect and we will
continue to be guided by the Privacy Act laws (PL96-275,
June 17, 1980). We are researching

the legality of establishing a disclosure code for AES
participants.

Data will continue to be downloaded to Port Authorities.
The Journal of Commerce will continue to get shipping data
on tape. The data will, of course, first be run against the
confidentiality database currently used and established
privacy data will be taken ocut.
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QUESTION: Provide a status report on implementation of
"informed compliance™ requirements in the Mod Act, including
a brief summary of proposed regulations.

a. Describe how the concept of informed compliance as
implemented by Customs differs with the concept of strict
liability.

ANSWER: To date, Custcms efforts directed at implementation
of informed compliance have been primarily focussed on (1)
educating the trade as to the background and significance of
the various provisions of the Mod Act, and (2) establishing
a reliable compliance measurement capability. When fully
implemented, this compliance measurement capability will
enable Customs to focus its efforts on improving compliance
levels in areas that represent the greatest threat in terms
of risk to our key industries, the public health and safety,
or in terms of loss of revenue.

To increase public awareness and invite public participation
in the formulation of concepts, systems, and regulations,
Customs posts copies of pertinent documents on the Customs
Electronic Bulletin Board and in the ACS Administrative
Message System. In terms of proposed regulations, Customs
plans to publish.:.in .the Federal Register regulatory
documents addressing the following Mod Act related topics
before or durirg the Spring of 1995:

- Drawback

- Recordkeeping

- Laboratory procedures

- Liquidation - extension/suspension

- Warehouse Withdrawals; Aircraft Fuel; and
Pipeline transport

During the same time frame, Customs expects to publish final
regulations pertaining to "tests" and "couriers," an official
notice identifying "entzy records," and a draft of reasonable
care guidelines. Finally, in the Summer of 1995, Customs
plans to publish a ccmprehensive document containing a variety
of "informed cowmpliaince" information.

In Customs view, the concept of "informed compliance® differs
significantly from the concept of "strict liability." Under
the concept of "strict liability," the importer would be
automatically liable if there were a violation of law. For
example, wunder 1% U.S.C. 159%5a(c), if merchandise is
introduced contrary to law, the importer would be liable even
if the importer had no involvement with the wviolation.
Concerning "informed compliance," it is essential that an
importer and Customs share responsibility in assuring that
reasonable care is used in discharging those activities for
which the importer has -responsibility. If an importer acts
with reasonable care, there is a presumption that the importer
is not liable under 19 U.S.C. 1592 if the importer made a
false statement or omission when entering the merchandise.
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QUESTION: In a 1994 report on the audit of Customs financial
ptatements, the GAO determined that the federal government
lost money because Customs permitted the issuance of surety
bonds in insufficient amounts to adequately protect against
importer defaults. Briefly, what steps have you taken to
remedy that situation?

ANSWER: Although the problem is not totally resolved, and
will not be totally r=solved until we can implement new
gystems that allow fo- account based processing on a national
basis, Customs has implcmented a number of improvements to

correct identified deficiencies. These corrective measures
include:
o Increase in minimum bond amount for Activity 1,

Continuous Bonds, from $10,000 to $50,000

o Revision to the guidelines used for setting bond amounts
(Customs directdive 0993510-04, effective July 23, 1991).

o Implementation of the Automated Commercial System (ACS)
bond liability wmodule in February, 1992, to monitor
gelected entry and bond activities and provide
significantly improved assurance of bond adequacy.

During June 1993, Customs completed a major debt collection
initiative aimed at reducing the number and age of delingquent
debt. Much of the revenue reported in the subject audit
report as lost from bond insufficiency is attributable to
entries and bonds filed prior to implementation of the above
cited improvements.

QUESTION: The GAO report also references a “"Surety Bond Task
Force." Has that task force issued a report? If so, may we
have a copy?

ANSWER : The Surety Bond Task Force was disbanded without
submitting a formal report. Due to the complexity of the
issues and the divergent viewpoints of the interested parties,
a more comprehensive review by an independent consultant was
necessary. Work is underway to obtain this review, and we
currently expect the contract to be in place and work started
by early April. If desired, we will be glad to provide a copy
of the results to the committee when available.

QUESTION: If bond insufficiency creates losses to the
taxpayers, why doesn’t Customs just adjust upward the bond
levels, especially since the cost of bonds for importers is
negligible?

ANSWER: As stated in the response to question 29, Customs has
raised the minimum bond amount from $10,000 to $50,000. Other
actions will be studied and taken as appropriate.
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T : This whole surety bond systems seems to me to be an
efficient and low cost way to protect the nation’s revenue and
to lower the administrative costs to the Customs Service.
Have you considered other ways to creatively use such bonds
such as in the collection of the Harbor Maintenance Fees?

SWER ¢ We do not believe that, as currently prescribed,
Harbor Maintenance Fee collection would be significantly
improved by a bond requirement. Since HMF is a voluntary
program whereby a fee is paid based on value reported by the
payor, there is currently no basis for determining bond
requirements until after payment is made. However, with the
planned implementation of the export HMF portion of the new
Automated Export System (AES), information will be available
to determine a basis for bonding. The need for such bonds can
then be considered based on collection results.

QUESTION: We have reports that Customs 1s considering
eliminating the bond requirements for certain large importers.
If that were done, the costs of such bonds for small and
medium-sized importers might skyrocket. Bond companies might
withdraw from the system and we would have no protection of
the taxpayers’ revenue. Has anyone at Customs thought this
through? Why would Customs want to take in-house a function
that is currently psrformed by the private sector at no coste
to the government?

ANSWER: As stated in tilie answer to question 30, we anticipate
that a contract will be awarded and work started by early
April on an independent evaluation of all the benefits and
shortcomings of the current bond procedures. Certainly, the
impact, if any, on small to medium sized importers will be
evaluated. Customs is attempting to simplify and streamline
the processes without compromising the ability to collect
monies due, and without unduly raising these monies. No
changes will be made until all aspects of the process have
been fully evaluated. .

QUESTION: What is Customs doing to prevent importer multiple
duty deposit defaults through the Automated Clearing House?

ANSWER : Customs has taken a number of steps to prevent
multiple duty deposit defaults through the Automated Clearing
House (ACH). These include:

o The ACH Coordinator at the NFC is monitoring ACH defaults
daily. If a payor has multiple defaults, the ACH
coordinator works with the ABI Client Representatives to
suspend the payor’s ACH privileges;

[} If an ACH payment defaults, a debit voucher is
established and payment is requested from the payor.
Guaranteed payment is due within 48 hours. If the
payment is not received in this time, the payor is placed
on sanction;

o Revised and improved policies and procedures are being
developed to ensure that Customs loss exposure is
minimized.

Additionally, Customs is working on methods to provide default
information to the affected sureties as quickly as possible to
allow the surety to work with the debtor to prevent future
defaults and to resolve the existing defaults. We will be
glad to provide more information on this project once the work
is completed.
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QUESTION: Provide a detailed status report omn progress
Customs is making in the implementation of the GATT Uruguay
Round of trade agreements?

ANSWER: The U.S. Customs Service, working with the Office of
the U.S. Trade Representative, the U.S. International Trade
Commission, and the U.S. Department of Agriculture, was able
to implement in a timely fashion (i.e., January 1, 1995), the
U.S. tariff reductions commitments and other market access
commitments (e.g., th= conversion of absolute quotas on
agricultural products to tariff-rate quotas (a process known
as "tariffication") that were negotiated as part of the GATT
Uruguay Round trade agreements.

In addition, the following regulatory projects are currently
underway at the U.S. Customs Service relating to the
implementation of certain provisions in the Uruguay Round
Agreements Act:

1. Regulations to implement new deadlines (which
are the result of the GATT Uruguay Round trade
agreements) for the liquidation of entries in
antidumping and countervailing duty administrative
reviews. e :

2. Regulations to implement certain changes (which
are the result of the GATT Uruguay Round trade
agreements) to the U.S. intellectual property laws
enforced and administered by U.S. Customs.

3. Regulations to implement certain new rules of
origin for textile and apparel products.

Under the direction of the USTR, the U.S. Customs Service has
been leading an interagency task force to prepare for the U.S.
participation on a work program for the worldwide
harmonization of non-preferential rules of origin that are
envisaged by the GATT Uruguay Round Agreement on Rules of
Origin.

Finally, training was held for U.S. Customs Service personnel
to acquaint them with how the GATT Uruguay Round trade
agreements and the Uruguay Round Agreements Act will affect
the responsibilities of the Customs Service.

It should be noted that the Customs Service has also been
implementing certain. provisions in the Uruguay Round
Agreements Act that are not the result of the GATT Uruguay
Round trade agreements. Those provisions include ones
relating to retroactive refunds on certain merchandise
regulting from the renewal of the General System of
Preferences program and to increases in the merchandise
processing fees.
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QUESTION: Now that the Uruguay Round is complete,
international discussions on a harmonized rule of origin are
set to begin. What approach should be used? Should the
rtariff ehift" approach used in NAFTA be the baseline?
Summarize private sector comments received on the regulations
which extended this approach to all U.S. imports.

ANSWER : International discussions on rules of origin have
commenced. The first meeting of the Technical Committee of
Origin was held in Brussels in early March. While the meeting
was essentially organizational, the Technical Committee began
preliminary discussions of the first phase of the work program
which is to provide definitions for goods that are considered
wholly obtained in a single country. As to what approach
should be used, the Agreement on Rules of Origin, which is
part of the Uruguay Round Agreement, clearly specifies that
the tariff shift approach is the primary basis for determining
whether a substantial transformation is present. It is only
where the exclusive use of the tariff shift approach is not
adequate to describe a substantial transformation that resort
can be had to other so-called supplementary rules. This is
consistent with the U.S. view that a change in tariff approach
is the most transparent, easiest to administer, predictable,
and clear basis to proceed for substantial transformation
rather than a so-called process based approach or a value
added approach. It remains to be seen whether other nations
agree that the tariff shift approach should be utilized fully.
Others have expressed the view that a value content approach
is going to be needed. We strongly hope to avoid that result
because of the complexities both for the trade and ourselves
of such a rule.

Generally, the response to the tariff shift approach used in
the proposal to apply the NAFTA marking rules to all country
of origin determinations has been positive. It must be noted
that these are still proposed rules except with respect to
NAFTA trade. Thus far they have been used only for NAFTA
purposes. Customs received 124 written comments. Of these,
27 were in opposition because they believed that the tariff
classification approach was being proposed as a replacement

for substantial transformation. This is incorrect, and
Customs will clarify this matter in a Federal Register notice

to be published shortly.

Overall most of the objections were to the specific product
rules. Approximately 87 commenters disagreed with a specified
tariff shift rule (e.g., the tariff shift rule for vegetable
oil). In many of these instances, the commenter suggested an
alternative tariff shift rule. Customs notice in the Federal
Register will invite further comments to changes proposed to
the original rules in response to the comments. Public
comment is invited because any change to a specific rule in
response to a comment may be opposed by another interested
party who agreed with the original proposal. Customs believes
it is appropriate to publish these changes and solicit
comments on all substantive changes in these rules before
making a decision on the final rule.
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QUESTION: Please provide a status report on your development
of regulations governing rules of origin for textile and
apparel imports called for in the Uruguay Round.

ANSWER: A preliminary draft has been completed and is being
readied for publication in the Federal Register. Copies of
the preliminary draft have been circulated to the Committee
for the Implementation of Textile Agreements, the Department
of the Treasury, and to the Office of the Special Trade
Representative. It is expected that the proposed rules of
origin will appear in the Federal Register during the first
half of March. The public will be given thirty days to submit
their comments on the proposed rules to Customs.

QUESTION: In your reorganization report (People, Processes,
and Partnerships) released in September 1994, the Customs
Service set forth its vision for the 21st century, emphasized
partnerships with its customers and employees, and stressed
management by process. Could you briefly describe again the
core business processes (e.g., cargo compliance, strategic
trade process, anti-smugglirg) you have identified and how you
will go about improving the management of these processes?

ANSWER: First, since the issuance of the Reorganization Report
we have redefined our core business processes. This was done
through further study and analysis by the Executive
Improvement Team (EIT), who are responsible for overseeing the
strategic direction for implementing our organization and
cultural changes. Our new core business processes are 1)
Passengers, 2) Cargo In. 3) Cargo Out, and 4) Mission Support.

We will improve these processes in a number of ways. We will
designate Process Owners to develop and implement plans to
achieve major improvement goals. We are training Customs
personnel on business process improvement applications to
better plan, control and improve the processes to deliver
quality services that meet customer needs. We are currently
working on the develcopment of a system of measures for the
processes in order to evaluate organizational performance and
customer needs. Customer satisfaction both internally and
externally will be measured through surveys and other
constructive means. We will be reconciling our Five Year and
Annual Plans with the processes so that it will be a guide for
continuously improving the processes. And last but not least,
we will Dbetter integrate the delivery of information
technology with the improvement of our processes.

Our first major process redesign effort on cargo-in, is an
example of how we will apply the concepts discussed above to
improve service. A cross functional management team is
setting process gcals, developing measures, and meeting with
customers to define their needs, all part of an effort to
redesign the cargo-in process. Our new automated Commercial
system will be designed to support the redesigned cargo-in
process.
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QUESTION: How will personnel be allocated between carrying out
the core processes and the support processes (e.g., budget,
human rescurces, financial)?

ANSWER: Customs fully intends to live by the NPR direction
that more resources should be devoted to the core operations
of the agency with fewer devoted to functions, programs and
tasks that are of little, if any, benefit or value to our
external customers. Customs will identify these potential
non-value added areas, through business process improvement
techniques and reinvest those resources to field operations
which directly eerve our customers.

T : How was your reorganization plan affected by Vice
President Gore’s National Performance Review? What role, if
any, did the Customs Reorganization Study Team that prepared
your reorganization report play in the national performance
review at Customs?

ANSWER: The Vice President’s NPR played a significant role in
our reorganization plan. When I appointed the reorganization
study team, I gave them four goals, one of which was to take
full advantage of the principles outlined in the NPR. I think
you will find that we have totally endorsed and incorporated
both the substance and spirit of the NPR in our reorganization
recommendations.

As part of the reorganization effort, we included a full-time
group to analyze and advise the Reorganization Study Team on
those cross-cutting issues that could be taken advantage of in
our overall plan. This NPR s8ub-team maintained close
coordination with the Treasury Re-Invention Team and the NPR.
As-I have stated in my testimony, the Vice President and the
NPR Staff have recognized our reorganization plan as a model
for demonstrating positive and concrete action in support of
the NPR.
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QUESTION: Under the reorganization plan, 600 people will be
transferred from headquarters in Washington to field
operations. What functions are being downsized or eliminated
at headquarters to make this transfer possible? What
flexibility is built into the reorganization so that Customs
will have the ability to transfer people from one function to
another in the future as the need arises?

ANSWER: First, it is important to understand what the 600
position reduction in Headquarters means. It does not mean
all 600 employees will be reassigned from Headquarters to the
field. Rather, it will be a combination of employees moving
to field positions and when possible the reallocation of
vacant positions for use in the field or for such costs as
investments in automated system enhancements, or absorbed cost
of living adjustments.

Since I became Commissioner we have been able to achieve a
reduction in our Headquarters staffing by nearly 160
positions, approximately 25% of our goal. Much of this
savings, however, had to be used in absorbing unfunded pay
increases.

We have established a Workforce Reinvestment Program to
facilitate voluntary movement of employees from Headquarters
to field opportunities. This effort, coupled with our
Headquarters restructuring initiative to reduce administrative
overhead (including the NPR targets in mission support areas),
reduce supervisory layers, and streamline our core processes
at Headquarters to become more focused on policy rather than
operations, will be the means for achieving the remainder of
our Headquarters reductions. In most instances these further
reductions will occur through attrition over the next several
years.

Our flexibility for realigning resources will come as a result
of implementing process management. It provides the framework
for focusing on organizational goals developed in partnership
with our customers, and for integrating the efforts of our
various disciplines into a coordinated strategy for achieving
our goals. Process management will further provide us the
means to clarify agency mission goals and priorities, and to
clarify roles and responsibilities within the organization for
accomplishing the goals. Armed with this ability, Customs
will be able to better allocate its resources to meet changing
goals and priorities.
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QUESTION: Customs is responsible for enforcing U. S. trade
laws and collecting import duties. (In Fiscal Year 1994,
Customs collected nearly $23 Billion in duties, an all-time
high.) Nonetheless. one of the criticisms made about Customs
in the past is that it has not done a good enough job in
enforcing our trade laws, particularly antidumping and
countervailing duty orders. Under the reorganization plan,
Customs will create five Strategic Trade Centers (STCs).
Please describe the purpose of these centers and other steps
being taken to improve enforcement of trade laws.

ANSWER: The specific purpose of these Strategic Trade Centers
will be to assure that any major violations of our trade laws
are promptly and effectively dealt with. These centers will
be responsible for the identification, research and analysis
of unfair trade practice issues, and the development of
comprehensive national programs to address them.

QUESTION: One of Customs goals is to become the Nation’s
supplier of international trade information. How will the
reorganization plan improve your ability to perform the
service?

ANSWBR: In the development of the new Automated Commercial
Environment (ACE), Customs is taking steps to update its
import data collection and processing capabilities to meet its
core business process requirements. Customs is also working
to develop an improved export system via the Automated Export
System. Customs office of INTRADEX is working to determine
the national and international requirements for trade
information. By 1leading the NPR Information Technology
initiative (IT06) to design an international trade data
system, INTRADEX is moving toward integrating the myriad of
data collection and processes now occurring in the federal
government . By its improved system capabilities and its
leadership in designing a plan for fully integrating
government international trade processes, Customs will be in
a position to truly become the nation’s supplier of
international trade information.

QUESTION: According to recent news reports, Customs will have
to dismantle an experimental x-ray system in Tacoma. Please
review your experience with this system and do you expect it
to be used by Customs in the future?

ANSWER: Although test results of the Tacoma high energy x-ray
system appear favorable, there are serious concerns about the
suitability for field deployment for this system. This is a
very expensive, technologically complex system with high
operational and maintenance costs. The high energy x-ray
system requires up to 15 acres of land and is installed in a
permanent struciure. As such, Customs would have difficulty
locating that design in most ports of entry. Additionally,
the system is completely immobile. We would not be able to
relocate it as threat levels change and traffickers diversify
their transportation patterns.
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QUESTION: The reorganization plan calls for a transformation
of the Customs’ culture to a management approach based on
people, processes, and partnerships. How 1long do you
anticipate it will take to effectuate this intermal culture
transformation?

ANSWER: The culture changes to Customs are far more complex
than moving organizational boxes. In fact, it is the culture
reforms we envision that will drastically change the way we do
our business. Whether it is our change to managing the
organization through processes, developing our customer
orientation, empowering employees or managing our partnership
with the NTEU, this sort of change will require considerable
time, sustained effort, and training for all our employees.
Some of these changes are already in progress while others are
just in the planning stages. It could easily take 5-10 years
to see the full implementation and benefits of these culture
changes.

QUESTION: It has been estimated that, as a result of passage
of the Mod Act, 50 percent of the existing regulations
concerning commercial processing will need to be rewritten.
I understand that 22 regulatory packages have been identified
and 3 have been completed. How long do you anticipate it will
take to rewrite the regulations needed to implement the Mod
Act and what process 1s being followed to ensure this is
achieved?

ANSWER: Customs currantly estimates that between 70 and 90
percent of its regulations will have to be amended to reflect
changes enabled or required under provisions of the Mod Act.
This estimate takas into account the very simple changes that
will be required to eliminate references to Districts and
District Directors to the complex changes resulting from new
entry, drawback, penalty, and recordkeeping requirements and
procedures.

Rather than initiating extensive rewrites of the Customs
Regulations, Customs has taken an unprecedented step of first
establishing Process Improvement Teams (PITs) and tasking them
with defining how commercial processing can and should be
streamlined. Following management approval of new processes
defined by PITs, regulations will be drafted.

Recognizing the enormity of the regulatory task before it and
the fact that between 10 and 18 months generally elapse
between commencement of the drafting of a regulatory package
and the date it becomes effective as a final rule, Customs
estimates that completion of all regulations stemming from the
Mod Act will take 3 to 4 years. To ensure that the Customs
Regulations are brought into conformity with the Mod Act,
Customs intends to monitor ites progress using a section-by-
section check list of Mod Act provisions.
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QUESTION: Please describe the process being followed for
implementing the National Customs Automation Program. When
will implementation be completed?

ANSWER: For Customs to implement the National Customs
Automation Program (NCAP), it must blend numerous ingredients.
These ingredients include its reorganization plans, its NCAP
needs and those of its "customers," legislative requirements
contained in the Mod Act and in other legislation, and its
existing automated resources. The process involves ensuring
that Customs complies with all pertinent legislative
requirements and meets the needs of its customers and
employees without compromising its strategic intent to
protect the public against violations which threaten the
National economy, health and safety.

To ensure that NCAP evolves based on an appropriate "blend" of
ingredients, Customs has established a "Trade Compliance
Process Owner." Process Improvement Teams (PITs), working for
the "Trade Compliance Owner," have been tasked with defining
issues and developing detailed recommendations for servicing
accounts; managing revenue; verifying compliance/non-
compliance, detecting trade violations and interdicting cargo;
instituting a balanced informed/enforced compliance approach;
increasing the reliability targeting and analysis of trade law
violations; and ensuring collection of timely and accurate
international trade statistics.

The Trade Compliance PITs are interviewing internal and
external customers, identify needs and will make their
recommendations by the Summer of 1995. Following approval of
PIT recommendations by Customs management, detailed automated
analysis will be initiated by the Automated Commercial
Environment (ACE) Team and the Office of Regulations and
Rulings will commence work on supporting regulatory packages.
Subsequently, redesigned processes will be developed, field
tested, and evaluated prior to national implementation.
Although some NCAP features will be available earlier,
complete ACE implementation of NCAP is not expected to occur
prior to the Fall of 1998.
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QUESTION: What will be your major challenges in implementing
the Customs Reorganization Plan? What complaints have you
heard about the proposed plan since it was released last
September and how have you addressed those complaints?

ANSWER: As I stated in my testimony, the most immediate and
challenging obstacle to our reorganization plan has been a
misconception about the role of our new Customs Management
Centers (CMC’s). Perhaps the most controversial aspects of
our proposal have centered on the location of these centers
and their function :: the new Customs organization. I have
and continue tc meet with concerned representative of the
trade community and trade associations to discuss their
concerns. I find that after such discussions they are more
receptive to our proposals.

With regard to internal concerns from our employees on the
"what about me" issues, I continue to keep them apprised about
reorganization progress through E-Mail messages and satellite
broadcasts. In addition, we have set up career centers in
Headquarters and in the seven regional cities. These centers
post reinvestment job cpportunities, coordinate referrals,
respond to employee questions, and provide career counseling.

QUESTION: How will Customs’ efforts to combat
international drug trafficking be affected? and will the
reorganization plan improve your ability to combat drug
trafficking?

ANSWER: Efforts to combat drug trafficking by the Customs
Service will be greatly enhanced by the reorganization. The
ability to be more flexible with new initiatives and
innovative programs will create a more efficient, productive
and highly skilled workforce.

The Customs Service recently initiated a new initiative,
Operation Hard Line, which places additional manpower (agents
and inspectors) at our front lines to combat drug smuggling
and violence along our southern border. Upgrading inspection
lanes with jersey barriers and bollards will help channel
traffic in a more controlled manner, thus allowing for an
efficient and thorough inspection of cargo and conveyance,
while greatly reducing the risk of violence by port runners.
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QUESTION: According to press reports, one concern that has
been raised by some New York Brokers is that it will be
difficult to maintain uniformity of service throughout the
country. Lack of uniformity of service may lead to “port
shopping” (brokers and importers seeking ports of entry where
they believe they will receive more favorable treatment). How
does the proposed reorganization plan seek to ensure
uniformity of service?

ANSWER : The function of the CMCs is to ensure the high
quality uniform service. are provided at the ports and to work
with the ports to constantly improve the delivery of those
services. The CMCs will monitor core processes at the ports
to ensure that uniform service is provided through the use of
a variety of process management tools, which include Business
Process Improvement, statistical ‘analysis, measurement
techniques and customer surveys. In addition, the process
owners at headquarters will work closely with both the CMCs
and the ports to ensure that all issues concerning uniformity
are closely monitored and adequately addressed to support the
service needs of the importing community.

QUESTION: According to recent reports, Customs has recently
lifted a hiring freeze that has been in effect since early
1993. How much below current authorized staffing levels is
the Customs Service, where are the shortages being felt the
most, and how long will it take to bring the Service back up
to authorized levels?

ANSWER : Our decision is to maintain a level of field
positions as well as operations and service in spite of all
the required absorptions such as the pay raise and the
administration’s requirements for downsizing.

Therefore, we have followed a policy of using savings from
reductions in Headquarters and support positions, gained
through attrition, to pay the increased cost of operations.

Our staffing policy has maintained a freeze on Headquarters
(regional and national) positions and allowed the filling of
front line and field positions. Between April, 1993 and
January, 1995, we have reduced Headquarters by 153 full-time
positions and 20 part-time positions.

Since Customs was under a hiring freeze through most of 1994,
our on-board strength in the field decreased. However, we are
in the process of filling nearly 700 positions, which includes
an additional 186 FTE for NAFTA and textile enforcement and
190 for inspectional services as well as other critical
positions that were lost through attrition.

We will continue to follow a policy of reducing Headquarters
and support positions, while investing staff resources in the
field.
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QUESTION: Recently, Customs lifted a hiring freeze that had
been in place since February, 1993. In his FY 1995 budget,
the President requested $18 million in order to hire 186
additional Customs personnel. These personnel were to focus
specifically on the enforcement of textile trade laws. During
debate on last year’s appropriations bill, Chairman of the
Appropriations Subcommittee on the Treasury, Postal Service
and General Government, Steny Hoyer, noted that simply re-
assigning existing personnel would not meet the obligations in
the bill. Please provide the Subcommittee with an update on
Customs’ progress in hiring these 186 additional Customs
inspectors.

ANSWER : Since employees skilled in NAFTA and textile
enforcement activities cannot be hired directly off the
streets, the Customs Service has taken 8steps to reassign
experienced staff into a portion of these positions. This is
especially true for the criminal investigators and a portion
of the import specialists. The balance of the positions are
being actively recruited and will be filled by mid-summer.

QUESTION: Section 333 of the Uruguay Round Agreements Act
authorized the Secretary of the Treasury to publish a list of
any foreign nations or foreign concerns that aid and abet the
transhipment of textile and apparel products. This section
was intended to provide importers with the information they
need to comply with the reasonable care standard established
in the Customs Modernization Act. To date, what activities
have Customs and Treasury undertaken to implement this part of
the Uruguay Round Agreements Act?

ANSWER: Currently, Customs and Treasury are meeting with the
Committee for the Implementation of Textile Agreements (CITA)
in an effort to identify those countries through which
transshipment to the United States has occurred. Once
identified, Treasury, Customs and CITA will be assessing the
degree of cooperation these countries have provided in
preventing transshipment.

Additionally, Customs is manually reviewing its files to
identify individual producers, manufacturers, suppliers,
exporters or other persons located outside the United States
against whom the Customs Service has issued penalties under
section 592. Customs must undertake this process manually
because our automated systems are currently unable to
distinguish 592 penalties issued for transshipment offenses
from 592 penalties issued for other violations of law. To
more easily extract this information in the future, we have
proposed enhancements to our automated systems.
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QUESTION: What assurances can you give that a successor
Customs Commissioner will not be tempted to change the
responsibilities of the Customs Management Center (CMC) to
include operational responsibilities, and can anything more be
done now to make such a change in policy less likely?

ANSWER: It would be very difficult for me to give the sort of
assurances being asked. What I do believe is that successor
Customs Commissicners would find that our concept of the CMCs
is sound. First, - cur customers want efficient and fair
services with the least amount of intrusion possible. Putting
operational responsililities in the CMCs would in effect be
adding an additional layer of review and control, which would
lessen the importance of our proposals to eliminate existing
Regions and Districts. Our plan is to keep the CMCs very lean
and the more we have to take resources away from serving the
customer and place them in these internal administrative
operations, the more counterproductive this is to our mission
to serve them better.

Probably, the most effective way to demonstrate our intent and
guarantee on the CMC concept is to have it implemented as
quickly as possible and to involve our customers in a full
partnership to develop the processes and measures to ensure
that the CMC’s cperat=ras designed. Changing our culture and
implementing business process management will also assure the
long-term commitment for staying the course. In addition, our
compliance measurement will give us objective performance data
for policy makers. Further, we a developing performance
indicators on processing time and customer satisfaction. To
the extent that we are successful at getting these management
processes in place, we cannot see why future Commissioners
will want to make major changes not will our customers sit
back and let it happen. Finally, I believe that our two
proto-type CMC’s will also convince the trade that the CMC
concept can and will work.

It will be through experiencing our new framework, for the way
in which the Ports and TMC’'s are involved in delivering our
services, that will make believers of the trade community. 1I
think we are making significant headway in making our case and
the more we discuss th:s openly with the trade the more buy-in
we are getting.
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QUESTION: What assurances can you give that CMCs will not be
given National Entry Processing responsibilities that could
give a competitive advantage to CMC ports?

ANSWER: The CMCs are simply administrative centers dealing
with internal support functions. They will not have any
operational functions. The implementation of National Entry
Processing (NEP) wil: not be affected by CMCs. The importer
will choose where they want to file their entries using NEP.
That decision will be based on the companies choice of how
they wish to conduct business. A CMC presence or absence
should have no affect on that decision since they will have no
dealings with the CMC.

We anticipate that the major NEP ports will be cities that are
major commercial centers but that many importers will also
choose not to use NEP and simply process at their local port.
But that choice will rest with our "customer", not Customs
unless staffing makes approval of their request impossible.
(Explanation - If everyone in the country chose to make their
entries in Providence, where we have 2 import specialists, we
would have to insist on diverting some of the "people work" to
other ports but the filer could still electronically file the
entries from their location of choice.)

QUESTION: On numerous occasions, you have stated that the new
CMC’s will have only an inward management focus and will not
be involved in day-to-day port operational activities. The
Committee understands that, because CMC’s are not intended to
affect port operations, your selection criteria for
determining CMC’s did not include significant measures of
operational port performance (i.e., duties collected, entries
presented, existing outport facilities).

In light of your decision to omit this criteria, would you
support legislation similar to current law (1% U.8.C. 2075)
which would prohibit Custome from giving to the CMC site any
additional responsibilities beyond those outlined by you,
including operationesl responsibilities, without prior
Congressional notification and a waiting period similar to
that included in this law?

ANBWER : There may be Dbenefite to legislating the
responsibilities of the CMC’s in that it could minimize or
remove the concerns of the trade community regarding the
perceived competitive. advantage by being named a CMC city.
However, legislating the CMC responsibilities could be too
regtrictive as we continue to work with our customers in
further defining and improving our processes. In addition, as
we gain more .expzrience with our new approach to management
and begin to mak= imprcrements to our processes as well as our
automated supportT systems, we believe that we will be able to
reduce the number of CMC’s which could result in further
improvements in service to our customers. We are confident
that once we are able to implement our CMC approach, we can
demonstrate to the trade community that there will be no loss
of status, positions, or service.
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QUESTION: What steps are you taking to ensure those ports
wlz:ch have not been aselected as CMC sites will not be
competitively disadvantaged by the selection of their
neighboring selected ports?

ANSWER: As I have previously stated in my testimony this issue
is perhaps the most controversial aspect of our
reorganization. We have had representatives from the trade
community requesting a CMC without the slightest understanding
of their intended purpose. Locations designated as CMC’s are
falsely claiming competitive advantage. Cities not designated
as CMC’s incorrectly perceive a loss of status, positions, or
service.

We are not building our new organization around complaints or
problems. kather, we are building it around uniform
development and execution of our processes and customer
service standards. In our new field structure we will
guarantee continued effort to achieve uniformity of service
and operations among ports. This guarantee is based on
uniform processes, uniformly executed at the ports. We have
and will continue to include our customers in the development
of these processes and in the development of our customer
service standards for each of these processes.

I will continue to personally meet with the trade to discuss
their concerns and to actively engage them in helping us to
ensure that Customs holds the line on its service commitments.

QUESTION: If the CMC site (e.g. Baltimore) is to have
budgetary authority over the ports within its jurisdiction
(e.g. Philadelphia) which is also a competitor, what
agssurances can you give that the budgetary authority vested in
the CMC will not be abused to give the CMC port a competitive
advantage?

ANSWER: CMC Directors will have the authority to address
resource needs as identified by the Port Directors or
headquarters process owners. All budgets will be governed by
the operation policies and oversight of the Commissioner and
the Assistant Ccmmissicner for Field Operations in conjunction
with the CMC Directors.
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QUESTION: The Customs Service pays an average of $55,000 for
each permanent change of statiomn (PCS). Customs intends to
decrease the Eeadquarters staff by 600 employees. To date,
100 employees have 1left by attrition, i.e. early out
retirements. Customs also intends to eliminate the seven
regions. The Northeast Region headquartered in Boston has 77
employees. No RIFs are expected. Last fiscal year, the
Service budgeted $20 million for PCS.

1. What will be the total number of employees relocated as a
result of the reorganization?

WER: I have made the commitment, to employees whose jobs
are being restructured, that we will work with them to move
them to other positions as slots become vacant, either through
attrition or through restructuring. In many cases, this will
involve some retraining or relocation. In almost all cases,
we will require some time to implement these changes. Because
of the unknowns associated with these shifts, we are unable to
currently estimate any savings associated with the
reorganization.

2. How much will this cost?

ANSWER: We anticipate that the reorganization will generate
additional costs associated with retraining, relocation,
employee counseling and placement services, space and
information technology as we implement various phases of our
proposal. However, since neither the plans nor the time
schedule has been finalized, we are unable to estimate exact
costs.

We are trying to minimize the costs associated with the
reorganization. By establishing the Customs Management
Centers (CMCs) and the Strategic Trade Centers (STCs) in
places where we currently have staff, the costs of relocation,
space and equipment redistribution will be kept as low as
possible.

Customs would be happy to provide Congress with an accounting
of our costs. However, a number of undecided variables would
significantly affect cur ability to provide strong estimates.
When the final plan has been approved, we will be able to
provide better estimates.

3. Will the costs of reorganization PCS’s be beyond the
existing PCS budget?

ANSWER: As stated above, it is too early to estimate PCS
costs associated with the reorganization.
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4. Where will the money come from? Customs budget? If so,
from what program?

ANSWER: Customs will be able to pay for the reorganization
costs with savings realized by not £filling vacated support
positions in regional and national headquarters. The
reductions in overhead positions, along with delayering and
consolidating space should provide sufficient resources to
cover the costs associated with the reorganization.

S. How much money has been spent on the reorganization effort
so far?

ANSWER: Over an eighteen month period, Customs spent $750,000
on expenses associated with the reorganization study. These
expenses included payment for the services of various
consultants, including the Federal Quality Institute,
Brookings Institution and the National Association of Public
Administrators. There was also a small amount of funding for
TDY and travel costs for those working group representatives
who were detailed to the study from outside of the Washington
metropolitan area.

6. How much. money will be spent as a result of
reorganization, i.e. planning and implementation?

: It is too early to estimate the total costs of the
reorganization.
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QUESTION: The Plan establishes twenty Customs Management
Centers (CMCs) whose functions will be inwardly focused. They
are supposed to be staffed with 10 - 30 employees each. One
function mentioned in the plan is Human resources. No
staffing model for CMCs has been made available. Ironically,
the number of positions within the newly created CMCs will be
enough to absorb the number of pecple slated for removal from
Headquarters. According to page 38 of the Plan, the CMC’s
will have only three major functions.

1. What functions wili be performed at CMCs?

ANSWER: The CMCs functions are to ensure that high quality
uniform services are provided at the ports, to work with the
ports to constantly improve the delivery of those services and
to provide mission support to the ports.

2. Who performs these functions now?

ANSWER: Currently, the program uniformity responsibilities
are shared by a number of offices, but mostly by the regions
and Headquarters functional offices. The function of working
with the ports to constantly improve service delivery and
quality was not specifically identified as a primary goal
under the current region-district organization. Mission
support functions currently are provided by various units
which are organized and operated in accordance with local
conditions, divergent Headquarters, regional and district
policies, and system - dictated considerations.

3. Since the Office of Human Resources (OHR) i1s now
centralized at Headquarters, how will establishing 20 OHR’s
stroeamline the process?

ANSWER : The reorganization plan does not call for the
decentralization of OHR into the (20) CMC sites. While it is
possible that some simple/routine personnel related functions
will continue to be performed outside of OHR, the Customs
Service will continue to maintain a centralized personnel
operation.

4. How can a CMC perform the tasks set forth on page 22 of
the plan with only 10 employees?

ANSWER: The role of the CMCs is to facilitate change and
provide guidance on core business processes at the ports
within their respective geographic areas as well as to provide
administrative support and guidance to the ports. By
empowering the ports to deal with the trade and the public, we
have provided for the execution of day-to-day Customs business
closer to the point of transaction.

The CMC staff will serve as coaches and facilitators who will
draw on the expertise and the manpower at the ports and
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Headquarters to ensure that Customs services are provided
uniformly throughout the Service.

5. How will the CMCs be staffed? Reassignment? Merit
promotion? Bargaining Unit?

ANSWER: The staffing of CMCs will be accomplished through a
variety of sources. The Customs Service has just entered into
an agreement with the National Treasury Employees Union,
"Partnership for tici’kforce Reinvestment”. Under the
provisions of this <Zocument, there are formal posting,
referral, and selection criteria which must be followed when
filling bargaining unit positions. This document also
specifies when the Customs Service could proceed with merit
promotion and external selection procedures. With respect to
non-bargaining procedures, positions may be filled by
reassigning employees into these new positions with or without
a formal posting, or through formal recruitment procedures.

6. Have the CMCa been created as a "dumping ground" for
relocated HQ personnel?

ANSWER: Absolutely not. As previously explained, the CMCs
have a clearly defined purpose, which is to provide training,
evaluation and oversight of ports and port processes. As our
Port Directors and their staffs take on new and broader
responsibilities, tha role of the CMCs will be critical. 1In
addition, based on the number of impacted employees in our
regional and district offices, we would expect that most of
the staffing for the CMCs will come from our regional and
district staffs, not headquarters employees. In addition, our
primary goal is to reinvest impacted employees (field and
headquarter employees) in front line positions at the ports,
not at CMCs.

7. TIf the CMCs will have only three major functions, why do
we need twenty of them?

ANSWER: The CMCs most critical function will be to ensure
that Customs delivers high quality, uniform service at the
Ports by monitoring key processes with the intent of
constantly improving :hem. In addition, the CMCs will be
responsible for providing administrative support for the
ports. The CMC’'s focus on facilitating change and improving
processes will be accomplished through use of a variety of
process management tools, which includes business process
improvement (BPI), statistical analysis, measurement
techniques and customer surveys.
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QUESTION: We currently have seven Regions. Customs intends to
eliminate all of them. The attached sheet shows the current
staff of the Northeast Region (Region One). It appears that
many of the departments perform functions that cannot be
performed at the Port level, i.e. Regulatory Audit, Regional
Counsel (review of supplemental petitions), Labor Relatioms,
EEO, etc. Of particular concern is budget authority.

1. What are the functions of each department at the Regions?

ANSWER: Page 38 of the Customs Reorganization Report, People,
Processes, and Partnerships provides the present location of
primary functions and their dispersion after implementation of
the reorganization (copy attached). This chart includes the
Region functions.

2. Where will each of these functions be performed upon
reorganization?

ANSWER: See attached chart.

3. If they are performed.at the CMC, will we be increasing the
number of Regions from seven to twenty and losing the
inward focus which characterized the CMC?

ANSWER: The attached <chart «clearly reflects, the only
functions to be performed by the CMC are uniformity
assistance, process oversight and administrative support. The
role of the CMC does not include any of the operational
functions that are being performed by the regions. The only
similarity to a region may be in the areas of administrative
support.

4. If they are performed at Headquarters, will they be able to
accommodate the increased workload with decreased staffing?

ANSWER: Current plans do not call for functions currently
performed at the Regions and Districts to be moved to
Headquarters. Rather, -they will be performed at the Ports.
The attached chart reflects this concept. Headquarters will
not be operational, but rather, focused on the core business
processes and developing national goals and objectives,
priorities, and measures of accomplishment to ensure efficient
and effective operations and service to our customers.

5. Who will control budgets for the Ports? Will we now have
twenty budgets instead of seven? Or will we have 300+
budgets with a "budget officer" at each port? Or will we
have one budget from Headquarters?

ANSWER: Through the reorganization we have established line
authority from the ports to the Assistant Commissioner for
Field Operations. It is the responsibility of the Assistant
Commissioner to appropriately align resources to meet current
national goals and priorities. Allocation of such resources
will be through the CMC’'s to the Ports. The present plan is
for each CMC to oversee and, to a lesser extent, administer
the budget for those ports located within the jurisdiction of
the CMC. Large ports will be allocated a budget for execution
purposes. The port director will be responsible for managing
all resources assigned o his/her port. For smaller ports, a
consolidated budget +will be administered to support their
needs.
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QUESTION: Customs currently has 42 District offices. Each
District is responsible for the Ports of Entry in its area.
Following the new "employee empowerment management style,
Customs intends to push many responsibilities down to the Port
level, thus eliminating "District Management." ERach of the
300 Port Directors will have the responsibility for running
his/her Port. It will be the CMC Director’s responsibility to
ensure uniformity among the Ports in his/her area. Uniformity
was one of the primary concerns of Customs’ external
customers.

1. Will twenty CMC’s be able to maintain uniformity among all
300+ Ports of Entry?

ANSWER: We believe that the 20 CMC’s can guarantee uniformity
of service and operations among the ports. This guarantee
will be made possible through a number of means. As we
further develop our core business processes with our
customers, appoint Process Owners, include the customers in
developing our customer service standards for each process,
and continuously seek feedback from our customers, we can
improve and assure uniformity of service. 1In addition, as we
enhance our organizational performance measures, this too will
increase our ability to deliver uniform services.

2. Will external customers enjoy an increase in uniformity 1if
the 300+ Ports are running their own respective operations?

ANSWER: This is the expected outcome that we plan to
guarantee. Our commitment to business process improvement
techniques is grounded in an understanding that we can achieve
improved mission performance through more effective working
relationships with our customers. The Ports are where the
policies, programs and processes are implemented. The CMC’'s
support Headquarters in the design, redesign, and improvement
of national policies, programs, and processes. The CMC’s lead
the process and customer measurement and process improvement
efforts and ensure the uniform application of 1laws and
policies between Ports of Entry within its geographic area.
CMC’s will not be involved in the day-to-day Port activities.
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Chairman CRANE. The next panel is J. William Gadsby, Director,
Government Business Operations of the U.S. General Accounting
Office; accompanied by Hazel Edwards, the Director of Information
Resource Management; and Walter Raheb, Senior Evaluator.

Mr. GaDpsBY. Thank you, Mr. Chairman.

Chairman CRANE. d we will start with Mr. Gadsby’s testi-
mony.

STATEMENT OF J. WILLIAM GADSBY, DIRECTOR, GOVERN-
MENT BUSINESS OPERATIONS ISSUES, GENERAL GOVERN-
MENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE; HAZEL
E. EDWARDS, DIRECTOR, INFORMATION RESOURCE MAN.-
AGEMENT, AND WALTER RAHEB, SENIOR EVALUATOR

Mr. GapsBy. Thank you, Mr. Chairman. And I will briefly sum-
marize my statement which has been submitted for the record.
Starting in the mideighties, the GAO undertook a series of general
management reviews on major Federal departments and agencies.
Responding to the interests of the Subcommittee on Oversight of
the Ways and Means Committee, which, by the way, had done its
own study and assessment of Customs’ commercial operations, the
GAO assessed Customs’ ability to fulfill its important trade en-
forcement mission as part of that series of management reviews.

The bottom line of our September 1992 report was that Customs
could not ensure that it was meeting its responsibility to combat
unfair trade practices or to protect the American pub{ic from un-
safe goods. We attributed Customs’ problems to weaknesses in a
number of things, including mission planning, organization struc-
ture, financial management, human resources management, as well
as information management practices. Since 1992, we have contin-
ued to do considerable work in the financial management area in
conjunction with Customs’ efforts to prepare good financial state-
ments.

The internal management problems that we found at Customs in
all of our work were very serious. In addition, Customs has been
faced with substantial external challenges emanating from in-
creased trade, continuing enforcement responsibilities, as well as
pressure from the business community to move goods in and out
of the country more efficiently. Together, the internal and external
challenges moved Customs to the position where it thought it
would be better off in the long run to totally rethink what type of
organization it should be and how it should conduct its business.

ut of this comprehensive rethinking process, which the Com-
missioner highlighted in his statement, came Customs’ September
1994 report entitled: “People, Processes, & Partnerships.” Customs
refers to this as its blueprint for comprehensive change, but I think
it should be recognized that this blueprint doesn’t contain many of
the details needed to redesign either the structure of Customs, or
the processes or the automated systems. So in reality, that docu-
ment is more like a framework or a preliminary design for change.
The Commissioner mentioned many of the components of that
framework document or blueprint, so I won’t go over them in de-
tail.

Mr. Chairman, I would now like to emphasize several points that
are at the end of my written statement which give our point of
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view about how we feel about Customs’ efforts and where it is in
this process. We are encouraged by Customs’ efforts to change its
structure, its processes and its culture. Those efforts have included
an extensive self-examination of Customs’ operations, a decision to
take a comprehensive approach to change rather than to go about
it piecemeal, reaching out to include Customs’ customers as well as
its Federal partners and the union.

Are Customs’ efforts on the right track? The answer to that from
our perspective is yes.

Are they responsive to the recommendations that were made in
our 1992 management report and subsequent reports that we did?
Again, we feel that the answer is yes.

Will mistakes be made along the way in progressing with these
changes? We are sure that they will, but we should remember that
this 1s a very large and complex undertaking which is largely still
in the planning stages. Much work remains to be done to transform
that plan into reality. And the other thing I wanted to mention,
with all the discussion of the Customs Management Centers, we
also must remember whose plan this is. It is Customs’ plan. They
are building the new Customs, and they are the ones that will be
held accountable for it in the end. So I think they need to have the
flexibility to put the system they feel is right in place.

Can this subcommittee help? I think the answer is absolutely
yes. A continuing dialog, both on the progress Customs is making,
and on the results they achieve as they progress, will be very use-
ful to the committee and to Customs as well. And, in my written
statement, I lay out a number of topics that I think might be useful
for beginning that dialog.

Finally, does Customs’ leadership seem committed to making the
change and to making it work? Again, I think the answer is yes
to that, based on everything we see.

That concludes my summary, Mr. Chairman. We would be glad
to answer whatever questions you and the other subcommittee
members may have.

[The prepared statement follows:]
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STATEMENT OF J. WILLIAM GADSBY
DIRECTOR, GOVERNMENT BUSINESS OPERATIONS ISSUES
GENERAL GOVERNMENT DIVISION
CUSTOMS SERVICE
U.S. GENERAL ACCOUNTING OFFICE

Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to discuss the Customs Service’s reorganization and its
automated systems improvement efforts. Our testimony is based on extensive work we
did for our 1992 general management review of Customs,' as well as other ongoing
and completed work. My testimony will cover three topics: the challenges facing
Customs, Customs’ proposal to fundamentally restructure itself as outlined in its
September 1994 People, Processes, and Partnerships report, and its implementation of
the Modernization Act.

THE CHALLENGES FACING CUSTOMS

The American public relies on the Customs Service to guard the nation’s borders and
enforce the nation’s trade laws. Specifically, its mission includes (1) enforcing U.S. law
intended to prevent illegal trade practices; (2) protecting the American public and
environment from the introduction of prohibited hazardous products; (3) assessing and
collecting revenues in the form of duties, taxes, and fees on imported merchandise; (4)
regulating the movement of persons, carriers, merchandise, and commodities between
the United States and other nations; (5) facilitating the movement of all legitimate
cargo, carriers, travelers, and mail; (6) interdicting narcotics and other contraband; and
(7) enforcing certain provisions of the export control laws of the United States.

Responding to the interests of this Subcommittee, we assessed Customs’ ability to fulfill
its important trade enforcement mission. As the House Ways and Means Subcommittee
on Oversight reported in 1990° and we reported in 1992,> Customs could not
adequately ensure that it was meeting its responsibilities to combat unfair trade practices
or protect the American public from unsafe goods. We found that Customs was
discovering only a small percentage of the estimated violations in imported cargo,
allowing the vast majority of cargo with violations to pass into U.S. commerce.
Customs also lacked an effective strategic management process capable of guiding its
operations and establishing accountability for performance. In addition, Customs did
not have adequate information to assess its effectiveness in collecting applicable duties
or penalizing violators of trade laws. We attributed these problems to weaknesses in
mission planning; organizational structure; and financial, human resource, and
information management.

Also, since 1992, we have audited the financial statements prepared by Customs in
response to the requirements of the Chief Financial Officers Act. This work has
revealed serious weaknesses in Customs’ financial management practices and its internal
control structure.

In addition to the internal problems outlined above, Customs faces major external
challenges from increased international trade activity as it plans for the 21st Century.
Customs estimates that about $1 trillion of goods and almost 1 billion people cross U.S.
borders every year. Between 1984 and 1994, the number of import entries® into the
United States increased from about 10 million to almost 40 million, making it

'Customs Service: Trade Enforcement Activities Impaired by Management Problems

{GAO/GGD-92-123, Sept. 24, 1992).

’Abuses and Mismanagement in U.S. Customs Service Commercial Operations.

Committee print WMCP: 101-22, Subcommittee on Oversight of the Committee on
Ways and Means, U.S. House of Representatives, February 8, 1990.

‘Managing the Customs Service (GAO/HR-93-114, Dec. 1992).

‘This includes both formal and informal entries.
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impractical for Customs to inspect all ship The d d on Customs’ resources
has also been strained by the agency’s involvement in the War on Drugs. And recent
trade agreements, such as the North American Free Trade Agreement (NAFTA) and the
General Agreement on Tariffs and Trade (GATT), have increased the number and
complexity of trade agreements that Customs must enforce. Against this backdrop of
increasing responsibility, U.S. and foreign businesses are also placing greater pressure
on Customs to facilitate the movement of goods across U.S. borders.

CUSTOMS’ RESPONSE TO THESE CHALLENGES

Rather than individually addressing the problems identified by us and others, Customs
undertook an integrated proactive approach designed to rethink what type of
organization it should be, and how it should meet the demands of the 21st Century. As
an initial step in its transformation, Customs issued its People, Processes, and
Partnerships report in September 1994.. Described by Customs as a "blueprint for
comprehensive change,” it proposed in general terms the agency’s vision and a three-
part transformation process to achieve this vision. The three components are (1)
organizational change, (2) business process management, and (3) cultural conversion.

Customs has begun a number of efforts designed to improve the way it is organized.
For example, Customs has created a new Assistant Commissioner position to oversee
field operations. This Assistant Commissioner is to handle functions previously
performed separately by the Office of Inspection and Control and the Office of
Comimnercial Operations. These functions should now be approached in a more
integrated, mission-oriented fashion--an approach that responds to a key problem area
highlighted in our 1992 management report.

Customs is also proposing 20 Customs Management Centers (CMC) to replace the
existing 7 regions and 42 districts. The CMCs would remove a layer of management
and provide a better link between the Assistant Commissioner for Field Operations and
the 301 ports of entry. Customs officials envision CMCs providing the consistency in
oversight and policy implementation that is lacking under the district and regional
structure, which was another key problem area highlighted in our 1992 management
report. Although Customs is still clarifying the specific roles and functions of CMCs, it
is scheduled to begin piloting the concept by the end of this month. Customs started
training selected staff for the 2 prototype CMCs on January 10 and expects that the 20
CMCs will be in place by September 1995.

Another important organizational initiative is the planned establishment of five Strategic
Trade Centers (STC) under the direction of the Assistant Commissioner for Strategic
Trade. These centers would enable Customs to look at trade enforcement issues from a
national and international perspective and, working with the Field Operations group,
provide a comprehensive response to emerging trade compliance issues. This capability
has not previously existed.

Recognizing the need to focus on outcomes, not tasks, Customs has also begun efforts
to improve its processes. Customs is defining its core business processes, identifying
individuals who will be responsible for these processes, and deciding how they should
be implemented. It is also developing performance standards and measures for these
core processes. Through these and other efforts, Customs is seeking to break down the
barriers among its various functional organizational components.

With respect to financial management, Customs has taken several important steps
toward addressing the weaknesses we have disclosed since 1992. However, significant
additional efforts will be needed to reduce the risks associated with internal control
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problems and to ensure that Customs management and other users of its financial
statements and reports have reliable information.

An overarching component of Customs’ transformation is its plans to change its culture.
Customs has historically been characterized by divisive internal competition, highly
visible turf battles with other agencies, a controlling management style, and an
adversarial relationship with its employee union. Customs is seeking to transform itself
into an organization that develops the skills of its workforce, integrates and better
manages its essential business processes, and develops better relationships with its
external customers. Customs has begun its cultural transformation by training its senior
managers. It plans to build these training concepts into future training courses that will
be offered to all staff.

Changing the culture, work processes, and organizational structure are important steps
forward. In addition, the Modernization Act provides Customs with the tools it needs to
develop its automated systems to better meet the information challenges of the 21st
century.

CHALLENGES FOR INFORMATION RESOURCES MANAGEMENT

Historically, Customs’ automated capabilities for processing imports and enforcing trade
laws were limited. Customs had various systems to process import transactions, but
these systems were not fully integrated and could not readily share information. As we
noted in our financial statement audits® and our 1992 management report, the systems
did not effectively enhance Customs’ ability to reasonably ensure (1) overall compliance
with trade laws and (2) that duties and fees were properly assessed, collected, and
reported. In the last few years, Customs has undertaken several projects to address
these system deficiencies. For example, projects were initiated to enhance Customs’
capability to target import violations and validate, collect, and report revenues.

The Modemization Act, which was part of the NAFTA legislative package, allows
Customs to move toward a fully automated environment. Most importantly, the act
removes legislative constraints that required brokers and importers to submit paper
documents for each import transaction. Now, customers will not only be allowed, but
will be encouraged, to electronically submit documentation. In addition, the act allows
customers to begin filing import documents from locations different from the cargo’s
port of entry. Previously, customers had to submit documentation at the port where
cargo was entered.

The new environment created by the act provides Customs with the impetus for
rethinking and modeimizing the way it conducts business. In response, the agency
envisions developing a fully integrated system that can identify and track an import
transaction anywhere in the process, from the point of initial filing and payment of duty
until the transaction is closed. Customs has recently issued a strategy that lays out the
steps necessary to design and develop such a system. The act requires the agency to
develop a plan for the system, then test and evaluate system components to ensure they
meet program goals.

Customs recognizes that it cannot wait for this new system to be fully designed,
implemented, and deployed before addressing some of the agency’s more immediate
concerns. As a result, Customs is continuing with many of its projects to enhance the
current systems. For example, it is currently prototyping a system improvement that

SFinancial Audit: Examination of Customs’ Fiscal Year 1992 Financial
Statements (GAO/AIMD-93-3, June 30, 1993) and Financial Audit: Examination of

Customs‘’ Fiscal Year 1993 Financial Statements (GAO/AIMD-94-119, June 15,
1994) .
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should help it automatically select high-risk cargo for inspection to determine whether
goods entering the country are properly classified and valued. This is in direct response
to a weakness identified in our management report. Customs is also continuing to
expand the current system to provide remote filing capabilities. A prototype of this
improvement is scheduled for testing by June 1995.

Issues of Continning Concern

Customs has begun work in a number of areas as part of its initial planning efforts for
the modernization. These areas include (1) meeting with customers to coordinate
modernization plans and to understand their needs, (2) defining its business processes,
and (3) defining performance measures that will be used to assess results. We assessed
Customs’ efforts in each of these areas by comparing them to the best strategic
information management practices used by successful organizations in the public and
private sectors, which we described in a May 1994 report.® Our comparisons identified
a number of opportunities for Customs to keep in mind during its modernization
planning and implementation.

First, we found that in successful organizations information system plans are tightly
linked to and predicated on satisfying explicit, high-priority customer needs. These
customer needs are then used to set mission performance goals for improving service
delivery. Customs’ coordination with its customers has included conducting public
meetings with the trade community to solicit their views on ways to facilitate trade,
such as the use of remote filing, and to inform them of its progress in implementing the
Modernization Act. Customs’ task force, which is responsible for coordinating
Customs’ response to the act, has also met with trade groups to educate them on
requirements of the act.

As yet, Customs has not determined and prioritized specific customer needs relative to
the planned changes to the busi processes, or broken out the needs of the various
groups that will be affected, such as importers, brokers, carriers, passengers, insurers,
and other agencies. Such a determination is needed to ensure that Customs’ new
processes meet customers’ specific needs. Also, as Customs refines its understanding of
customer needs, it can provide systems modernization information that will allow the
trade community to develop compatible systems.

Second, we found that substantially improving performance requires that work processes
be analyzed and then streamlined or redesigned. Customs has begun to define the new
trade compliance process by first identifying the key components. The next steps are
for Customs to describe how each component will operate and then determine how
information technology will support the new operations. Customs plans to use these
definitions of key components to determine the specific systems and technology
requirements needed to support the business.

To ensure that the import system adequately supports import customers and trade
enforcement, it is imperative that Customs finish defining its business processes before
redesigning the import system or purchasing equipment. For example, Customs’ current
enhancements to provide remote filing capabilities, including related equipment
purchases, should not be considered part of the new import system because Customs has
not yet determined the new trade compliance procedures. These new procedures may
affect how remote filing is ultimately implemented.

‘Executive Guide: Improving Mission Performance Through Strategic Informatjion

Management and Technology, Learning From Leading Organizations (GAO/AIMD-94-
115, May 1994).
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Third, we found that successful organizations rely heavily upon performance measures
to assess the implementation of mission goals and objectives, and track progress. One
measure of improvement being defined by Customs is trade customer satisfaction.
Customs should develop other performance measures such as trade compliance rates,
which could be used to determine whether the new processes and systems are making a
difference for trade enforcement and import processing.

Finally, we found that successful organizations have clear responsibility for information
management decisions and results. Customs has established several decision-making
bodies, such as the Executive Improvement Team, as part of its reorganization.
Customs also has other previously established entities, such as the ADP Steering
Committee, which determines the priorities and resource allocations for systems
development efforts. It is unclear which decision-making entity is ultimately
responsible for approving systems development. During this time of change, Customs
needs to clarify roles and responsibilities to reinforce accountability and facilitate
mission success. In other words, somebody needs to be in charge.

CONCLUSIONS

We are encouraged by Customs’ efforts to change its organizational structure, core
business processes, automated systems, and culture. Clearly, these efforts respond to
the recommendations in the 1990 House Ways and Means Oversight Subcommittee
Report, our 1992 management report, and other reports we have issued on Customs’
systems development and financial management. These efforts have the potential to
position the Customs Service to meet its future challenges.

But we must remember that Customs’ reorganization and systems modernization efforts
are largely still a plan. Much work needs to be done to transform them into reality. Is
Customs on the right track? We think so. It has put a lot of effort into an extensive
self-examination. It has chosen to take a comprehensive approach to improving its
operations. It is consulting with its customers and federal partners along the way. Will
mistakes be made? I am sure they will. But our follow-up work suggests that the
leadership of Customs is committed to positive change. This Subcommittee’s support
will hetp Customs transform this plan into reality.

We encourage Customs to continue discussing both the progress and results of the
reorganization effort as well as automated systems development with this Subcommittee.
Here are some topics that should be explored:

- What are the specifics of implementing the "blueprint for change"? In other
words, what are the key elements and system components, how will the
implementation of these elements and system components be sequenced, and
what is the time line for their implementation?

- What specific role will the CMCs play in ensuring consistent oversight and
policy implementation at the ports?

-- How will Customs define the major components of its core business processes
and ensure they are defined before automnated systems design and building are

started?

-- How is Customs achieving and maintaining the partnerships with customers it
needs to successfully implement the reorganization?

-- How will Customs minimize disruptions as it implements the reorganization?
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-- What indicators or measures does Custorns have to determine the success or
effectiveness of its reorganization effort?

- When may Congress and Customs’ external customers expect the major elements
and automated systems components of the reorganization effort to be operational?

Mr. Chairman, this concludes our statement. We would be pleased to answer any
questions.

(264429)
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Chairman CRANE. Thank you, Mr. Gadsby.

Ms. Edwards, do you have testimony?

Ms. EDWARDS. No. Mr. Gadsby has spoken for the GAO.

Chairman CRANE. Mr. Raheb.

Mr. RAHEB. No.

Chairman CRANE. We will start then—well, let me ask one ques-
tion for openers. And that is, are all of you folks basically encour-
aged by these reorganization efforts on the part of Customs?

Mr. GADSBY. Again, as we say in our statement, I think they are
definitely heading in the right direction—we are encouraged. Tack-
ling a job this big is a real challenge. Customs seems serious, it
seems committed, 1t seems to be proceeding in a systematic manner
toward doing this. These are ingredients for success. In my written
statement we lay out some cautions relating to the systems devel-
opment area, and I might ask Hazel to comment on that.

Ms. EDWARDS. We have pointed out that Customs has had a his-
tory of not doing a great job in building its systems to meet the
business needs. And it has become clear, I think, to the committee
over time, that there has been the need for information throughout
t}l‘n)elz processing of imports and that information hasn’t been avail-
able.

One of the benefits of this process that Customs is going through
is that it is now thinking about its business workflows and what
systems and information are needed to support the business. Cus-
toms is now thinking about the systems in conjunction with the
business, and that is a dramatic change from the past and a major
areadof improvement. We are looking very favorably upon that
trend.

Chairman CRANE. That sounds encouraging. Will the GAO con-
tinue to monitor the progress of this reorganization and periodi-
cally communicate to us?

Mr. GADsBY. We would be more than glad to do that. We have
been doing that since we issued our report back in 1992. We met
with the committee staff on a number of occasions and we meet
with Customs officials periodically just to get an overall briefing on
where they are in the process, and so fort%'). So we have been and
will be more than happy to continue that, Mr. Chairman.

Chairman CRANE. We thank you.

Mr. Rangel.

Mr. RANGEL. You indicated that you had some major criticism in
the 1992 report and again in the 1993 report. You aiso pointed out
that modernization is addressing those problems. Notwithstanding
modernization, since that is not completed, what are the outstand-
ing deficiencies, as you see them, with Customs today?

Mr. GADSBY. WeI)l’, I think Customs is working on a broad com-
prehensive approach to change. The problem areas that we had
mentioned in the management study, and the followup work that
we did on that, was related to strategic planning, the trade compli-
ance process, financial management, and human resources man-
agement. This was a broad, broad look at the agency, and we found
a number of serious problems. But I think they have embodied all
those

Mr. RANGEL. Some problems can be taken care of notwithstand-
ing modernization. I am trying to separate these two issues. Take
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for example, the issue of accountability for seizure of drugs, you
don’t have to modernize to strengthen that, do you?

Mr. GapsBY. No. You don’t have to modernize to strengthen that.
I think that what they are striving for is that the modernization
and the integration of the efforts of different parts of Customs,
whether it is enforcement or commercial operations which is now
under the field operations, will give them a greater capacity to deal
not only with trade problems but with drug problems, as well.

Ms. EDWARDS. One of the——

Mr. RANGEL. What is the status now? I just want to know what
problems do you have now

Mr. GADSBY. With drug enforcement, sir?

Mr. RANGEL. Well, specifically. I see that everyone is supporting
the direction which the Customs Service is going.

Mr. GADsBY. Correct.

Mr. RANGEL. But I assume that the direction has not resolved all
of the criticisms,

Mr. GADSBY. No, that is correct.

Mr. RANGEL. I was just trying to find out what was outstanding
that could be correcteé without waiting for the final modernization.

Ms. EDWARDS. One of the points that I was going to highlight
with regard to enforcement across the board, be it for drug viola-
tions or be it other trade enforcement controls, is that there is an
absence of information throughout Customs. For example, if a par-
ticular port is noticing an influx of illegal goods by a particular im-
porter, that information would not necessarily be immediately
available, for example, to other ports within the Customs system,
Directly connected to the modernization is having the capacity to
pass such information really rapidly about activity related to par-
ticular importers.

This is an area where we think the modernization initiatives will
really make a difference. It does not say that there are not other
outstanding management issues that could be addressed in the
near term, but the Modernization Act is going to help Customs fur-
ther improve its ability to detect drugs and illegal drug traffic by
improving the availability of information across Cgustoms.

Mr. RANGEL. I would appreciate getting a list from your organi-
zation as to what could be done now, instead of just waiting for the
modernization plan to lock into effect, especially in the area of ac-
countability for seizure of drugs.

Mr. GaDpsBY. We will be glad to do that.

Mr. RANGEL. Thank you.

[The following was subsequently received:]
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ATTACHMENT I

Congressman Rangel’s Request During January 30, 1995
Hearings Before the House Committee on Ways and Means,
Subcommittee on Trade

Request: Instead of waiting for Customs modernization plan,
provide a list of what can be done now especially in the area of
accountability and seizure of drugs.

We are providing in the attached Tables 1 and 2 a detailed listing
of our recommendations to Customs resulting from our fiscal years
1992 and 1993 financial statement audits!. We are also providing
the status of agency actions to address these recommendations.
Information was obtained from discussions with Customs officials
and a review of agency documentation. We have not fully assessed
the appropriateness or effectiveness of all of the agency’s
responses. We plan in the near future to evaluate the
effectiveness of Customs’ corrective actions and would be pleased
to periodically brief the Committee on our findings.

Customs has a wide range of initiatives underway that are intended
to correct identified weaknesses. It is important that Customs’
top and mid-level management provide the continuing support needed
to ensure that these important actions are properly implemented and
that the related problems do not recur. While some of our
recommendations can be implemented now, such as amending policies
and procedures, others require a sustained effort to implement,
such as redesigning the automated system that processes imports.

In the tables, we earmarked those recommendations that require
long-term system development efforts.

Financial Audit: Examination of Customs Fiscal Year 1992 Financial
Statements, (GAO/AIMD-93-3, June 30, 1993), Financial Audit:
Examination of Customs’ Fiscal Year 1993 Financial Statements,
(GAO/AIMD-94-119, June 15, 1994.
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Chairman CRANE. Mr. Houghton.

Mr. HouGHTON. Thank you, Mr. Chairman.

You talk about systems and you worry about systems. I worry
about systems because of the ability to afford modern technology.
The Commissioner was talking about state-of-the-art improvements
in his testimony. In the analysis that you have done, do you sense
that there is sufficient money to put into up-to-date, modern equip-
ment to do the job, which is necessary because you seem to have
to expense everything. You don’t have a capital budget. Therefore,
it is very difficult to get the proper equipment necessary to do the
job which I think they all want to do.

Ms. EDWARDS. At this juncture, Mr. Houghton, the issue is not
whether Customs has sufficient money to buy equipment because
so many of the details of what systems are needed has not been
worked out. There has not been a clear definition or assessment of
what kind of systems, what kind of hardware, and what kind of
telecommunications linkages are necessary. And, until that kind of
definition is in place, it really is premature to talk about money to
procure equipment.

The point that you are raising with regard to the high expenses
for such equipment is certainly valid, and from all indications that
we have from Customs, they are positioned to get those resources.

Mr. HOUGHTON. Sure. I guess the thing that I worry about is
that having done a little bit of analysis on other departments over
the years and seeing the restraints that people have to put money
into those things that are necessary really to have state-of-the-art
equipment, here is the Customs Service going off in a brandnew re-
organization, so they are fanning out and they are reducing their
centralized administrative groups, they are putting all of their peo-
ple out in the field. Is that the right approach?

I mean, are we going to find that maybe there are pieces of
equipment, there are processes, there are organizations which are
necessary, which they can’t afford and, therefore, the program they
have for disbursing the agents is a little premature because certain
other things have to be done 1 or 2 years down the road?

Ms. EpwARDS. The overall planning that Customs has indicated
it should be completing, by the middle of this summer, should iden-
tify the broad plan for what is needed for its systems and proc-
esses. Perhaps I should reverse those processes first and systems
to support those processes.

Mr. HOUGHTON. You don’t think—sorry to interrupt. You don’t
think there is any inconsistency in what they are doing now and
the possible demands down the road for moneys which they can
only get out of the personnel?

Ms. EDWARDS. At this juncture, I don’t think there is inconsist-
ency. They are taking a logical and systematic approach to the
planning for their overall environment, and a major component of
it certainly will be on the automation side. But before they can get
to that, they have to determine from a business workflow side what
precise functions are needed.

Mr. HouGHTON. All right, fine. You got any other comments?

Mr. GADsBY. I would just like to add one thing. If you look back
in time to when we did our management study, there was a great



191

deal of energy being expended by Customs in looking at trade com-
pliance, but it wasn’t being done in any systematic manner.

Our report showed that when you looked at the statistics that
Customs had, it showed that the agency was finding more discrep-
ant cargo every year so they thought they were doing a great job.
But, the reality was that when you statistically loolvcedg at tﬁ:e entire
universe of cargo that was coming into the country that the rate
of noncompliance overall was going up faster than the rate of find-
ing discrepant cargo. So, their approach to just putting more and
gn(;lre ;nergy into it, meant they were working harder but falling

ehind.

I think in his statement, the Commissioner referred to the term
“working smarter.” I think this whole effort at process redesign and
voluntary compliance and statistically taking a look at where the
greatest incidence of noncompliance is and focusing your energy on
that, speeding the cargo through for those people who are playing
by the rules and giving more scrutiny to those that aren’t, is a
good, logical strategy and approach to this area of trade compli-
ance. And, we think this whole approach is much better certainly
than what we were seeing 2 years ago.

Mr. HOUGHTON. At the same time, if I could just continue, Mr.
Chairman, for 1 minute. At the same time, you say in your testi-
mony that Customs is not determined and prioritized to specific
customer needs.

Mr. GapsBy. That is related to the systems development.

Mr. HOUGHTON. The planned changes.

Mr. GaDsBY. Yes. With respect to the actual automated systems
development, that is the case at this point in time.

Mr. HOUGHTON. So you don't see any inconsistency doing very
welldb?y the customers and yet not having prioritized some of their
needs?

Ms. EDWARDS. I think the important point to keep in mind is
that Customs is currently in the process of defining its customer
needs. The agency has acknowledged that it will not be finished
with that process until around the middle of summer. So, we have
responded to a condition that we have found at the present. That
is to say, Customs has not further refined those customer needs
but is in the process of doing so.

And, what is really important for Customs to keep in mind, and
I would offer this to the subcommittee as well, is the thought that
Customs must determine those customers’ business needs as well
as the agenc&f‘s internal control needs. This should be completed
prior to deciding to buy hardware or software, or deciding to ac-
quire software or acquire systems of any magnitude.

Mr. HouGHTON. Thank you.

Chairman CRANE. Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman.

Any successful reorganization that is as significant as this one is
usuafl,y preceded or accompanied by behavioral changes or cultural
changes. I think in your testimony you mentioned that an
overarching component of this Customs transformation is its plans
to change its culture. You go on to talk about Customs historically
and how Customs is seeking to transform itself. And you men-
tioned that Customs has begun its cultural transformation by
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training its senior managers and it plans to build these training
concepts throughout the organization.

Mr. GADsBY. That is correct.

Mr. PAYNE. Do you feel that what is going on in terms of the cul-
tural change, the way it is being addressed is the way that it
should be addressed?

Mr. GADSBY. I think so. We see cultural change at the top of the
organization now. I don’t think we will see that change as you
progress down through the organization for some time. But, the
Customs officials seem committed to moving that cultural change
down. And I think one of the things that will probably have to take
place is a lot of the new business processes will have to get defined
and the systems will have to get developed so that the people who
are on the line will basically be able to apply new processes to the
trade compliance activity. When that happens, I think we will see
the culture change take place much more readily at the lower lev-
els in the organization.

Mr. PAYNE. So would you then be able to say about how long this
cultural change might take?

Mr. GapsBy. Well, I think there are a lot of things taking place
at the same time—as I mentioned, the structural changes, the busi-
ness process reengineering, and systems development, which is yet
to come. I think the cultural change will then begin using all of
these new systems and dealing with the customers. It is very hard
to predict how long that will take. In its totality, I would think it
could take as much as 5 to 10 years.

Mr. PAYNE. And you see the cultural change proceeding with
these other changes and not necessarily having to precede these.

Mr. GADSBY. Proceeding with them, yes.

Ms. EDWARDS. Just to share similar changes we are seeing in
other agencies that are also going through a modernization, the
culture change begins when the organization decides that it is
going to reinvent itself, or reengineer. It starts then. It is gradual.

The highest ranking leaders in the organization convey the mis-
sion related to that change. Little by little, the culture begins to
transfer to the new ideas. And then as the systems are rolled out
or as the new processes are put in place, more of the change occurs.

But I think, as Mr. Gadsby points out, it doesn’t happen first,
and it doesn’t happen at the end only. It happens as a gradual
process as the new way of doing business becomes reality.

Mr. PAYNE. And in this case, you see it progressing generally as
it should?

Ms. EDWARDS. Yes.

Mr. GADSBY. Yes. I think it is very early, though. Still very early.

Mr. PAYNE. Thank you.

Chairman CRANE. We thank you for your testimony, and look for-
ward to working with you and getting periodic updates from you.

Thank you so much.

Our next panel is Robert Tobias, president of the National Treas-
ury Employees Union.

]Welcome, Mr. Tobias and will you proceed with your testimony,
please.
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STATEMENT OF ROBERT M. TOBIAS, PRESIDENT, NATIONAL
TREASURY EMPLOYEES UNION

Mr. Tog1aS. Thank you very much, Mr. Chairman.

I want to thank you very much for inviting NTEU here to testify
in support of the Customs’ reorganization effort. NTEU supports
the reorganization because it was developed on a systematic basis.

It started out with a group of Customs managers and bargaining
unit employees appointed by NTEU who began looking at the Cus-
toms’ mission now and in the future. They also locked at what
processes and procedures would be needed to accomplish that mis-
sion and then and only then, what organizational structure was
needed to accomplish the mission.

The organizational structure which was developed cuts layers of
management, delegates significant authority to ports of entry and
reduces the supervisory-employee ratio. Finally, the reorganization
Euarantees that employees will have an opportunity to use their

nowledge, skills and ability to develop and continuously improve
the work processes and work procedures.

All too often, when evaluations of government action are made,
they fail to consider whether they are good for the public, the peo-
ple who pay the bills. This reorganization is good for the public. It
will be easier for those corporations and importers who comply
with the law to import goods. The Customs Service will be in a bet-
ter position to identify and deal with the noncompliant corporations
and importers. The percentage of public dollars spent on overhead
will be reduced, and I believe that through the delegation that is
inherent in this reorganization, that better decisions will be made
on a day-to-day basis.

So Mr. Chairman, we do indeed support the reorganization effort.
We believe it is something that is overdue and we are working very
hard with the Commissioner of Customs and the other top man-
?glers in the Customs Service to make this reorganization success-

ul.

Because as we all know, sometimes what happens is that those
who are in leadership positions make declarations and are unable
to make their declarations come true.

I think that will not be the case with the U.S. Customs Service,
first, because of the commitment; and second, because I believe
that because Customs has worked with NTEU we have an oppor-
tunity to drive this change from the bottom up, as well as the Com-
missioner has the opportunity to work the change from the top
down. I believe that this reorganization has a—a real chance for
success for the public. I would be pleased to answer any questions
you might have.

[The prepared statement follows:)
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TESTIMONY OF ROBERT M. TOBIAS
NATIONAL TREASURY EMPLOYEES UNION

Mr. Chairman and Members of the Subcommittee, I am Robert X.
Tobias, President of the National Treasury Eamployees Union (NTEU).
NTEU represents employees in agencies throughout the federal
government and is the exclusive representative for U.S. Customs
Service employees nationwide. In the past, NTEU has worked closely
with Members and staff of this Subcommittee on issues affecting the
Customs Service; it is my hope to continue thie practice. It is
with great pleasure that I appear today before this Subcammittee in
support of the Customs Reorganization Plan.

In my testimony I will address NTEU’s involvement in the
Customs Reorganization Plan and why we support it. I will also
address why we believe that the proposed reorganization, from the
employees’ perspective, will enable Customs to most effaectively
accomplish its mission. PFinally, I will address a matter not
directly related to the reorganization but which is within this
Committee’'s jurisdiction and which affects the efficiency of the
Service.

In the past, if Customs had proposed a reorganization, it is
difficult to conceive that NTEU would find itself testifying in
support of it. This is not to say that substantively the players
and their respective positions have changed so drastically in
recent times, but rather the process for resolving substantive
issues has been drastically altered. In the past, the process for
involving NTEU in a reorganization would not have happened in the
same manner as it has under Commissioner Weise.

Customs’ first order of business for this reorganization was
to remove legislative language, which NTEU had supported in the
Treasury Postal Appropriations bill, to prevent the study of a
Customs reorganization. Instead of creating an adverse situation
on the Hill, we were notified by Customs of its intent, prior to
its contacting members of Congress. Customs was able to adequately
resolve our concerns and the lanquage in the Treasury bill was
eliminated. In the autumn of 1993, the Commissioner selected
twenty-two employees and gave them the task of recreating an
organizational structure for the Customs Service to meet the
challenges of the 21lst Century. NTEU had two union representatives
on this team. After the team campleted months of work resulting in
a reorganization proposal, NTEU, through its’ National President
was again given the opportunity to have concerns addressed. This
level of involvement and trust has never been present between the
Service and NTRU and we believe that as it continues to evolve it
can only help to make the Customs Service more effective and
efficient.

I'd 1ike to turn my attention now to why NTEU believes that
this reorganization makes sense. With the passage of the
Modernization and Informed Compliance Act, the North American Free
Trade Agreement and the General Agreement on Tariffs and Trade,
Customs will face a large workload increase at a time when staff
and budget are constantly being threatened. This reorganization
preparee Customs for its new challenges. To ensure continued
service delivery to the community, the current number of ports and
personnel will be maintained. Resources and personnel will be
allocated at the port level. In fact, service will improve as
xf:eso:ices are allocated from support functions to operational
unctions.

The reorganization will' also result in a streamlined
organigation with fewer management layers. We believe that this
will create a more directed focus on mission accomplishment for
employees. Internal barriers will be eliminated. Communication
be top manag and its employees will be enhanced.
Employees who are involved in the day to day tasks of making these
programs work will be able to share their valuable input with the
ultimate decision makers. These employees will become fully
invested in the methods and mission of the Customs Service.

The Customs Reorganization Plan, however, is not primarily
concerned with shifting and realigning personnel, rather it
revolutionizes the way business is conducted at the Customs



195

Service. Employees will now participate in determining how their
work should be performed through business process improvement
teams. These teams will analyze and revise core functions to best
accomwplish the mission of the Service. This will prove to be a
great advantage to the Customs Service. Employees are in the best
position to provide meaningful insights on the shortcomings and the
way to remedy problems in their programs. 1In the past, employees
have only had the opportunity to react to mandates determined by
their superiors. This reinforced an antagonistic relationship
between management and its employees and devalued the contributions
of the Customs work force. We believe employee input can only lead
to better quality programe and increased morale and production
among employees.

In addition to employee involvement, Customs will also attempt
to change the way it focuses employees. In the past each
department at Customs had its own goals. Employees in each
department sought approval for its tasks up the organization.
Under the Reorganization, the focus will shift with each department
looking across the organization toward one goal - Customer
Satisfaction. Customs, of course, must always retain its priority
to protect the health, safety and security of the public.
Employees will become focused on outcomes rather than tasks. With
each department focused on the same goal, interdepartmental strife
nhouldOdbe eliminated and efficiency and effectiveness will be
enhanced.

The underpinnings of this reorganization are employee
involvement and a shared and directed vision for all employees.
Customs recognizes that this will require it to heighten its
attention to human resources. Customs is committed to this process
because it knows that its employees are its best resource.
Employees have the knowledge base and the "know how® to make the
Customs Service work at its highest capacity. In addition, in
order to successfully implement the changes in the Reorganization
it will need the understanding and commitment of its employees.

In order to change the human resource climate, Customs must
become aware of its current problems. The Customs Reorganization
report highlights some of its current human resource deficiencies
to include:

¢ an adversarial relationlh:lp' with NTEU;
® a control-oriented management style;

® an Office of Human Resources perceived as nonresponsive
to employee needs: training programs that do not meet
employee developmental needs, do not prepare them to
improve their performance and are not delivered in a time
frame that allows employees to immediately apply what
they have learned (i.e. we do not have "just in time
training").

The fact that Customs now recognizes these deficiencies is the
first step toward resolving them. Custams’ goal, which we share,
is to create an atmosphere where employees can make their best
contribution. 1In their Reorganisation Plan they have enumerated
mlo{‘.enentl for the ideal state of their future human resources to

udes .

® a positive relationship with elected and appointed employee
representatives;

® a more collegial approach to dealing with employees, and a
movement toward a management style characterized by
pporting and hings

¢ an Office of Human Resources that serves employees as internal
customers and supports management in achieving operational
goals through strategic human resource planning;
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¢ a streamlined organization without unnecessary layers;

¢ a better understanding of the organization, and the role that
each discipline and organisational element plays in the
achievement of those goals; and,

® an organization in which all employees are provided with
quality training designed to improve their performance and
delivered just in time.

This desired state will obviously take some time to achieve.
Some employees will be akeptical. We believe strongly that
employees, management and the Customs Service as an entity will
benefit as employees become involved in their work life decisions.
BEmployees on the front line are in the best position to know what
"nuts and bolts" chang are ary to make the Service more
efficient. The quality of the programs will be enhanced as
decisions are made by those people responsible for carrying them
out. Employee involvement will lead to more informed and
productive determinations for the future of the Customs Service.
In addition, employees will feel a greater conmitment to their job
and a stronger sense of responsibility as to the outcome of their
work.

The next decade promises to be exciting and challenging for
the Customs Service. We believe that the reorganization proposal
before this Subcommittee will allow Customs personnel to make the
greatest contribution to the Service. We expect the Customs
Service to reach new levels of success as it uses its greatest
resource - its employees ~ to face the challenges of the 21st
Century.

I would like to turn my attention to a matter not directly
related to the Customs Reorganization but which does affect the
efficiency of the Service. This Subcommittee had jurisdiction over
the Customs Officer Pay Reform Act (COPRA) which went into effect
on January 1, 1994. The Act made significant changes in the
compensation system for certain Customs Officers. Among the
changes was the following:

Poreign Language Proficiency Awards

Cash awards for foreign language proficiency may, under
regulations prescribed by the Secretary of the Treasury,
be paid to customs officers... to the same extent and in
the same manner as would be allowable under Subchapter
III of chapter 45 of title 5, United States Code, with
respect to law enforcement officers.

This provision was enacted because of a growing “customer
need” to have Customs officers speak a foreign language at the land
borders and various airports. It was the Committee’s belief that
the provision would provide an incentive for more officers to speak
a foreign language and better serve the traveling community.

At this time we have been told that the Treasury Department is
refusing to authorize the Customs Service to implement this
program. The Department’s unwillingness to advance the creation of
the program is at odds with Congressional intent and unfair to the
dedicated men and women of the Customs Service. We would
appreciate any assistance that the Subcommittee could provide to us
on this important matter.

Thank you for allowing me the opportunity to share my views.
I would be happy to answer any questions.
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Chairman CRANE. Thank you, Mr. Tobias.

Given the state of the Federal budget, coupled with the prospect
of a significant escalation of trade, as we move into the next cen-
tury, aren’t continued modernizations and automation necessary
for Customs and all the people that work in that organization to
be able successfully to adfress the responsibilities coming on?

Mr. ToBias. Without question. Without question. There is no
question that automation and increased technology is necessary.
But I suggest that the introduction of technology 3one would not
meet the necessary objectives, because technology without a proper
construct, without new thought about what the work processes and
work procedures ought to be, would be wasted. I think that the
Customs Service did in fact introduce some technology in the early
eighties, spent a great deal of funds on it, and I don’t believe that
that technology was maximized in the way that technology will be
maximized with these new work processes and procedures.

Chairman CRANE. Thank you.

Mr. Rangel.

Mr. RANGEL. Thank you.

Good to see you again. I am glad to see that there has been co-
operation between the union and the Service. ] am not satisfied
that we are getting the proper cooperation from the Government of
Mexico as it relates to drug interdiction. Other Members have prob-
lems, of course, with immigration. Is there anything, that you see,
in the modernization that would be dealing with that?

Mr. ToBias. I do. The Customs Service struggled a great deal
with the concept of work processes and work procedures. It was in-
consistent to increase facilitation to make it easier for the good
guys to bring in their goods without a proper focus on those who
might be the bad guys. And so after a great deal of struggle, part
of the entire reorganization effort is to focus cross functionally on
dealing with the law enforcement aspect of the Customs’ mission.

The term that is being used is problem solving, focusing on drug
interdiction efforts and how all aspects of the Customs Service can
be mobilized to deal with those kinds of issues. So the reorganiza-
tion, I believe, will help the Customs Service do a better job, be-
cause all of the various aspects of the Customs Service will be able
to be focused on the effort, rather than using the stovepipe ap-
proach that they have used in the past.

Mr. RANGEL. Are there tools that you are asking for to allow the
agents to do a better job? Are they being instructed in Spanish?

Are there things that you feel as a union leader that could be
provided to make the Customs agents more effective?

Mr. ToBias. Well, one thing that we believe would be helpful is
the implementation of the foreign language program in the Cus-
toms Service. Congress passed the legislation authorizing the for-
eign language award program and it needs to be implemented. It
is currently pending at the Department of Treasury. And I think
that it would be very helpful, particularly at the border, that those
Customs inspectors who speak a foreign language, along with their
expertise, are used in that capacity and are rewarded for that ex-
pertise which is consistent with the legislation Congress passed.

And you know, we find that it is not only at the southwestern
border, but it is also in San Francisco and Los Angeles, where a
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great deal of Asians come into the country and those Customs in-
sgectors who can speak Japanese or Chinese or Thai are used all
the time. And similarly with those who come into New York, there
are many Africans who come into the country who don’t speak Eng-
lish and the inspectors who can speak to those travelers are used.
And so we believe it would be helpful to reward that expertise and
encourage more inspectors to develop it.

Mr. RANGEL. Thank you, Mr. Chairman.

Chairman CRANE. Thank you.

Mr. Houghton.

Mr. HOUGHTON. What do you think would be the most significant
thing the Customs Service could do other than your description of
the foreign langua%e requirement and things like that which could
improve its service?

Mr. ToBias. Well, I think that there isn’t one thing. I think there
are a broad range of issues and ideas that are in the process of
being implemented right now that will significantly increase serv-
ice while, at the same time, maintain the role of the Customs Serv-
ice.

There are things under consideration now that would allow those
importers who have good records to have their goods examined less
frequently than they are today. That would be real helpful to im-
porters and comganies coming into the country because they would
get their goods through Customs much faster.

In the past, the Customs Service has been very reluctant to en-
courage those kinds of programs because there was no statistical
base for measuring compliance. Customs is putting in place right
now a very sound statistical base of compliance by goods imported
by company, by importer, so we will know who is compliant and
who isn’t. Customs will be focusing attention through real hard
data as to who is compliant and who isn’t. Customs will attempt
to, in the first instance, assist the noncompliant to become compli-
ant, and then, in the second instance, if they are still
noncompliant, to use enforcement action. I think this procedure
will have a dramatic impact on the service that Customs provides.

Chairman CRANE. Mr. Payne.

Mr. PAYNE. Thank you, Mr. Chairman.

Mr. Tobias, I am really encouraged by your testimony. As you
just heard from the GAO study, there were some concerns and
comments about changing the culture of the organization in order
for this reorganization to succeed, and I think you have spoken to
that very directly. And I don’t think this reorganization will suc-
ceed in the long run unless you and your membership are very ac-
tively and positively involved in it. And what I am hearing is that
this 1s exactly the case.

So I don’t have any questions, but I did want to say thank you
for your very encouraging testimony and if you had anything else
you would lriie to add, please do so at this time.

Mr. ToBias. Well, I appreciate your comments. I believe that the
real stimulus for this effort came certainly from the Commissioner
of Customs, but also through the encouragement of this adminis-
tration to encourage agencies to create partnerships with unions.

There was a recognition that in order to, as you suggest, to
change cultures at agencies that it cannot be done unilaterally.
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Culture change has to be done bilaterally, and union participation
will create better job satisfaction through increased involvement in
creating a more efficient workplace. In those kinds of situations,
the agencies can win from increased efficiency and better service,
and employees win from better involvement. The Customs Service
has embraced that concept and there is more and more trust being
generated where employees will give the agency time to fulfill its
promises, as opposed to being totally cynical about the changes
that are being announced. I think that creates an atmosphere
wher&a change can occur, as opposed to one where change is re-
sisted.

Mr. PAYNE. And I think this is what is going on in the private
sector in terms of substantial and successful organizational
changes that are being made there.

Mr. ToBIAs. Those that are dubbed high-performing corporations
are successful in creating partnerships with the unions that rep-
resent their employees.

Mr. PAYNE. Thank you very much.

Thank you, Mr. Chairman.

Chairman CRANE. Thank you again, Mr. Tobias, for your testi-
mony and we look forward to working with you, and we are happy
that this is a nice, cooperative effort toward meaningful reform.

Mr. ToBlas. Thank you very much, Mr. Chairman.

Chairman CRANE. 5ur next panel are David Rose, chairman of
the Joint Industry Group; Michael Dugan, president of the Na-
tional Customs Brokers and Forwarders Association of America;
Philip Hughes, chairman of the U.S. Transportation Coalition for
an Effective U.S. Customs Service; and David Serko, chairman of
the subcommittee on customs regulation and reorganization, the
American Association of Exporters and Importers.

And we will proceed in the order, Mr. Rose, Mr. Dugan, Mr.
Hughes and Mr. Serko.

STATEMENT OF DAVID W. ROSE, CHAIRMAN, JOINT INDUSTRY
GROUP, AND DIRECTOR OF IMPORT AND EXPORT AFFAIRS,
INTEL CORP.

Mr. Rosk. I thank you, Mr. Chairman and members of the com-
mittee.

I am David Rose, chairman of the Joint Industry Group, a coali-
tion of over 100 manufacturing companies, trade associations and
various firms involved in trade and Customs matters. I am also di-
rector of import and export affairs for Intel Corp., a major high-
tech manufacturer. On behalf of the Joint Industry Group, I am
pleased to summarize my written testimony on the U.S. Customs
Service reorganization and modernization efforts.

The Joint Industry Group was the preeminent private sector or-
ganization involved in the development and the support of the Cus-
toms Modernization Act. In this pursuit, we worked with Customs
to resolve some 65 areas of major disagreement, a process that
stands as a model for government-private sector cooperation. The
result was a balanced bill that embraced automation and other
trade-related efficiencies as well as an informed, shared approach
to Customs compliance.
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Last year, the Joint Industry Group joined other private sector
representatives in Mod Act implementation sessions with Customs.
We commend Commissioner Weise and the Customs Service for
continuing an open dialog during the implementation phase.

Yet more than 1 year after the Mod Act passage, we are very dis-
appointed that very few of the more significant changes have taken
effect. In the enforcement area, we were encouraged by Customs’
quickness to adopt new rules on detention and seizure of goods and
publish its regulatory audits and drawback procedures. To its cred-
it, Customs also issued a paper on penalties and liquidated dam-
ages that would maximize voluntary compliance through education
and cooperation, reserving penalties for serious violations and re-
peat offenders.

At the same time, Customs’ recordkeeping compliance program is
off to a shaky start. Many in industry have criticized this voluntary
program as bureaucratic, costly and outdated.

For example, Customs published an overly broad list of records
that an importer must maintain and produce—or face penalties as
high as $100,000—the latter figure, of course, is actually mandated
by the Mod Act. We believe that Congress should encourage Cus-
toms to make the recordkeeping program susceptible of use by in-
dustry and, in doing so, direct Customs to confine its record list
only to essential information.

Also disappointing was Customs’ misapplication of the reason-
able care standard. Last year, Customs initiated three proposals to
stem the transshipment of textiles and apparel, an illegal activity
that we clearly oppose. Yet each initiative was taken in the name
of reasonable care, when what Customs imposed on importers was
actually a strict liability standard. We ask the committee to review
these actions to determine whether Customs has perhaps erred
with respect to the aspect of reasonable care in these decisions.

The meaning of reasonable care has also not been adequately
conveyed to field offices as two examples in our written remarks at-
test. It is time for this message, we believe, to be diffused more ef-
fectively beyond the beltway.

In the area of automation and new import procedures, Customs
held numerous constructive public meetings last year to address
the components of NCAP, the national customs automation pro-
gram, mandated by the Mod Act. Significant headway was made
and the contours of remote filing, reconciliation, and so on, began
to take shape.

At the same time, Customs tackled the immense challenge of re-
organizing itself. Many Mod Act automation programs were imme-
diately delayed, pending completion of process improvement re-
ports.

Our members view this development with concern, given our de-
sire to see automation programs implemented swiftly. We support
process improvements, but urge this committee to exert pressure
on Customs to complete its reports quickly and get on with the im-
plementation of the national automation components.

The Joint Industry Group has closely monitored the proposed re-
organization of Customs’ operations. It is premature to render judg-
ment on a reorganization plan not yet implemented. Suffice it to
say that the plan holds great promise while raising some concerns.
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A key concern involves the role of the 20 proposed Customs Man-
agement Centers or CMCs. While they are ostensibly dedicated to
Customs Internal Management Centers, these centers could, in
fact, issue decisions which affect the legitimate interests of the
trading community. We urge this committee to examine the issue
of pubFic access to CMCs before approving the reorganization.

Finally, another concern is the plan to transfer from head-
quarters to port directors the responsibility for mitigating penalties
initiated in the field. In most instances, field officers lack the train-
ing, experience and exposure to legal principles required for effec-
tive disposition of penalty cases. Before any transfer occurs, field
employees must possess the necessary expertise to decide penalty
cases. :

In conclusion, it is essential that Customs establish a clear road-
map of realistic objectives and milestones to ensure steady progress
across many of its worthy ongoing projects and daily responsibil-
ities. This roadmap, we believe, must include an acceleration of the
Mod Act implementation process.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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Testimony of David Rose

Chairman, Joint Industry Group
on U.S. Customs Service Reorganization
and Modernization Efforts
before the
Subcommittee on Trade
Committee on Ways and Means
January 30, 1995

Thank you Mr. Chairman and members of the committee. | am David Rose,
Chairman of the Joint Industry Group, a coalition of over 100 manufacturing
companies, trade associations and various other firms involved in trade and
customs matters. | am also Director of Import and Export Affairs for Intel
Corporation, a major U.S. manufacturer of semiconductors, personat computer,
networking and communications products. Accompanying me are Richard Abbey,
Chairman of the JIG Import/Export Programs Committee and an attorney with the
law firm of Ablondi, Foster, Sobin and Davidow; and William Qutman, Chairman of
the Joint Industry Group Informed Compliance Committee and an attorney with the
law firm of Baker and McKenzie.

On behalf of the Joint Industry Group, | am pleased to present testimony on
U.S. Customs Service reorganization and modernization efforts. Our members have
a huge stake in the outcome of these efforts and have interacted with the Customs

Service in both areas to a significant degree.
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PERSPECTIVE

The Joint industry Group was the preeminent private sector organization
involved in the development and support of the Customs Modernization Act . Our
efforts began with the drafting of customs modernization legislation that Chairman
Crane introduced in May, 1991. This legislation was followed in 1992 by the
introduction of Customs' own modernization bill. The two bills were later merged
into a single bill known as the Mod Act--a process that entailed resolution of some
65 areas of. major disagreement between the Joint Industry Group and Customs.
This process was a model for government-private sector cooperation in achieving a
common, worthy goal. The Mod Act embraced the Joint Industry Group concept of
informed compliance together with Customs' concept of shared responsibility for
complying with Customs law and regulations. It also created a framework for
automation and other efficiencies that promise dramatic improvements in the trade
process for industry and government alike. This is not to say that the Mod Act is
perfect from our perspective--the very process of compromise ensures that result.
But we are convinced that the flexibility, balance, vision, and industry-government
consultation that undergird this legislation are the keys to successful
implementation of the Act.

In the past year, the Joint Industry Group has joined a number of other
private sector representatives in Mod Act implementation sessions with the
Customs Service. While the process has been slower than we anticipated, impeded

to a great degree by the simultaneous reorganization effort and the creation of



204

process improvement teams to re-engineer the way Customs operates under
existing statutory authority, we nevertheless commend Commissioner Weise and
the Customs Service for continuing this open dialogue during the implementation
process. However, we believe the time has come to accelerate this process.

The Joint Industry Group has also closely monitored Customs Service
activities related to the proposed reorganization of Cusioms operations. In doing
so, we joined numerous private sector groups in providing advice on how the
reorganization should proceed. We stressed the need for operational and resource
efficiencies as well as improvements in the penalty function.

It is our view that the reorganization outlined in Customs' report entitled
"People, Processes, and Partnerships” is a schematic that holds great promise.
The plan blends corporate re-engineering principles, modern management
techniques, customer service and technology driven solutions as the basis for
creating a more efficient, effective and flexible Customs Service. It is premature to
render judgment on a reorganization plan not yet implemented, but we support the
objective of eliminating unnecessary administrative layers and assigning more

Customs officials to operational responsibilities in the field.

SPECIFIC COMMENTS AND RECOMMENDATIONS
Customs Modernization - in the Customs Modernization Act, the JIG sought
and achieved two major objectives: first, Congressional support for clear, publicly

announced rules, regulations and procedures of the Customs Service so that
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importers could knowledgeably plan and execute their import transactions in full,
"informed compliance" with the law; and second, authority for Customs to adopt
modern, electronic, business-like systems for the processing of commercial imports
and the payment of duties. In its efforts to implement the law, during the past
year, Customs sought advice from every segment of the importing community.
Concept papers on a host of topics ranging from remote filing to liquidated
damages and penalties were disseminated to industry and in many instances
revised based on industry comment. Yet, in retrospect, more than a year after the
Congress adopted dramatic changes in the Customs law, very few of the most
significant changes have been implemented.

® Enforcement - In the enforcement area, Customs was simultaneously
encouraging and disappointing. The JIG was encouraged by Customs' quickness to
adopt and apply the new rules on the detention of merchandise and seizure of
merchandise under 19 U.S.C. 1595 a (c}), and make public its directive on
regulatory audit procedures and its manual on drawback procedures, all positive
steps. To its credit, Customs issued a concept paper entitled "Reinventing the
Penalty and Liquidated Damages Program”. Building on the concepts of "informed
compliance” and "shared responsibility”, Customs announced its intention to work
with importers toward the goal of achieving maximum voluntary compliance
through education, information, and cooperation, reserving penalties for the more
serious violations and repeat offenders. The JIG welcomes the many innovative

approaches to encouraging compliance contained in this concept paper.
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On the other hand, a major element of Customs' "informed compliance"
program, the record keeping compliance program, has gotten off to a shaky start.
The JIG is concerned about two aspects of the program. First, as the Committee
will remember, section 509 of the Tariff Act of 1930, as amended (19 U.S.C. §
1509) (the "Act") was amended in anticipation that certain records, currently
required by law or regulation for the entry of the merchandise, may at some later
date not be required to be submitted in order to facilitate electronic entry and the
goal of trade facilitation. Specifically, under section 509(a){1) of the Act, the
Congress mandated that:

(A) if such record is required by law or regulation for the entry of
the merchandise (whether or not the Customs Service required its
presentation at the time of entry) it shall be provided to the Customs Service

within a reasonable time after demand for its production is made, taking into
consideration the number, type, and age of the item demanded; and

(B) if a person of whom demand is made under subparagraph (A)
fails to comply with the demand, the person may be subject to penalty under
subsection (g) of this section.

In accordance with section 509(e) of the Act, the Customs Service published
for comment in the Customs Bulletin a listing of every record or "entry information"
that it believed was required to be maintained and produced under section
509(a){1)(A} of the Act (the "{a){1}{A) List").

The JIG believes the Congress should encourage the Customs Service to

define narrowly those "records” the failure which to produce on demand may

subject the record keeper to a monetary penalty of as much as $100,000 for each
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record not produced within a "reasonable time.” This is the perfect opportunity to
prune "deadwood” records from those that should be included on the (a)}(1){A} List.
All forms of self-certification are no longer meaningful and shoulid be eliminated.
For example, under the standard of "reasonable care,” an importer has an obligation
to insure that claims for duty-free entry under an entitlement program, such as the
Generalized System of Preference or the recently enacted North American Free
Trade Agreement, are meaningful. Since producing a certificate attesting to the
obvious adds nothing to the record keeping compliance program and creates an
unnecessary assemblage and retention of paper, we urge that the Congress
encourage the Customs Service to keep the (a){1){A) List to the bare minimum.
Second, the record keeping compliance program, which has been announced
in general terms by the Customs Service's Office of Regulatory Audit, requires in
our view, redirection. Any record keeping compliance program must be viewed by
the Customs Service through the lens of data kept by companies in the ordinary
course of business. The Customs Service is of the mistaken view that major multi-
national corporations can tie entry data all the way through to the financial
statements certified by public accountants. In anticipation that electronic entry will
become a reality, the Customs Service should understand more fully how records
are maintained and create a compliance program based thereon rather than creating
the program and expecting industry to shoehorn into it. The program has been
roundly criticized by industry as a bureaucratic, administratively costly government

program that was out of touch with the times. As a voluntary program, companies
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will not join if the costs of the program outweigh the potential risk of penalties for
non-production of requested documents. We understand that the; record keeping
compliance program is being rethought. The JIG stands ready to work with
Customs to achieve a workable program.

Truly disappointing to the JIG was Customs misapplication of the
"reasonable care” standard. When the Customs Modernization Act was considered
by this Committee, the JIG expressed concern with including the "reasonable care"”
standard in the statute. "Reasonable care” was not a new standard, and it had
long been applied to importers' actions by Customs -- with Court approval -- in
determining whether an importer had been negligent in entering m?rchandise. We
feared that inclusion of the standard in the statute would now be used by Customs
to justify heavy-handed enforcement. Unfortunately, we were right. In the last
year Customs initiated three proposals, based on the "reasonable care" standard,
designed to stem transhipment of textiles and apparel transshipment. First,
Customs modified its penalty guidelines to treat transhipment as an aggravating
factor even though the importer may have been completely blameless. Second,
Customs proposed to require importers to certify that they had used reasonable
care in determining the country of origin of imported textiles and apparel when, in
many cases, it would be impossible for the importer to know the true source of the
product. Third, Customs imposed a 180 day "conditional release” period on textile
and apparel importers, giving itself six months to demand redelivery of such

merchandise and penalize importers who did not comply. Obviously, since
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businesses attempt to move merchandise to the customer as quickly as possible,
and rarely hold merchandise in inventory for 30 days, Customs' ill-considered
action guaranteed that a penalty would be imposed on unwary importers if at any
time in the six month period after importation Customs suspected some import
irregularity, whether or not the importer was at fault, or Customs could even prove
on a timely basis.

The JIG clearly is opposed to the transhipment of textiles and apparel or any
illegal activity that harms honest importers and American producers. However,
each of these enforcement initiatives was taken in the name of “reasonable care”,
when what Customs was imposing was a "strict liability" standard of care. We ask
the Committee to review these actions to determine whether Customs has misused
its authority in attempting to address the serious problem of transhipment.

Nor has the meaning of "reasonable care” in terms of Customs compliance
been adequately communicated to field offices. Perhaps, two examples will help
illustrate our dilemma. [n one recent case, a large West Coast importer,
undertaking a semi-annual internal audit, advised the Customs Service that several
"pre-filed" entries required cancellation because cargo intended to be loaded by the
carrier on a given flight did not make the plane. In twenty other cases, the importer
noted that adjustments were necessary to correct entries for inadvertencies in tariff
classification, rate of duty or value of the declared entry. in response, the Customs
Service advised that “it considered that importer negligent, exhibiting a lack of due

care or attention ... to matters relating to entry documents” and indicated it was
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giving serious consideration to revocation of the importer's immediate delivery
privileges. While more than 1,800 entries were filed during this period, no other
adjustments were needed with respect to the 98.91% of entries filed during the
same period. In a second case, a major importer was requested to waive the
statute of limitations because the local Fines, Penalties and Forfeitures Office was
considering the imposition of a penalty with regard to buying agency commissions
that had been claimed as non-dutiable. This occurred notwithstanding the fact that
the company in question employs almost seventy individuals who handle Customs
matters, three of whom are former Import Specialists. In addition, the company
has a full-time director of Customs and a senior Customs attorney on its staff
responsible for Customs matters, having been in this position since 1978. Further,
the company had reviewed and sought guidance on the Buying Agency question
with outside Customs counsel.

In both instances, the importers exercised the "reasonable care" expected of
them under the statute. Yet, in one case, reconciliation was viewed as an
admission as to the inability to comply fully with the requirements of entry,
notwithstanding the reconciliation was self-initiated. In the latter, the Customs
Service's Field personnel were oblivious to what this Committee mandated would
be prudent steps taken by importers to meet the standard of reasonable care. It
has been almost fourteen months since the Customs Modernization Act became

law. It seems the message needs to get out beyond the Beltway.
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o Automation - In the area of automation and electronic processing
of imports, JIG members proposed a number of the most far reaching automation
proposals contained in the Mod Act, including the Import Activity Summary
Statement ("IASS") and reconciliation. We were ardent supporters of remote entry
filing and the other components of the National Customs Automation Program
{("NCAP"). These electronic processing initiatives offer our members the
opportunity to improve efficiency and reduce administrative costs, enhancing their
competitiveness. Thus, we are eager for the implementation of these programs.

For six months after enactment of the Mod Act, Customs held numerous
public meetings with the major organizations representing importers, exporters,
carriers, customs brokers and attorneys to gain and share knowledge, experience,
and special interests and concerns relating to the NCAP components. A series of
concepts papers were prepared and disseminated by Customs, critiqued by the
groups, and reworked. The atmosphere of these meetings was constructive and
the contours of remote entry filing, reconciliation and the 1SS began to take
shape. At the same time, Customs tackled the immense challenge of reorganizing
itself. Not only did the organizational structure of the Service come under scrutiny,
so did the way Customs processes passengers and cargo. The impact on Mod Act
implementation was felt immediately as many automation programs were delayed

pending reports of newly created Process Improvement Teams.
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Our members view this development with concern, given the desire to see
automation programs implemented as soon as possible. It became apparent that
various functional working groups within Customs were to be working at cross
purposes, studying overlapping issues without adequate coordination, and arriving
at inconsistent recommendations. For example, this appeared to be the
unacceptable situation that existed between the group examining Customs cargo
clearance procedures and the group working on the implementation of the NCAP
components. Of even greater concern to us is the longstanding, ongoing
disagreement within the Customs Service about the nature and amount of invoice
information to be required. A well coordinated decision on this issue is critical to
development of remote entry filing, reconciliation and IASS. Now, we understand,
Process Improvement Teams are addressing this issue and numerous other issues
that have hindered development of a seamless, integrated cargo processing system.

The JIG is encouraged by Customs' rational approach, but urges this
committee to exert pressure on the Service to complete these studies quickly and
get on with implementation of the NCAP components. Although we understand
the dynamics, we nevertheless are disappointed with the slow pace of
implementation. We have been informed, for 'example, that the test of a remote
entry filing prototype and the test of a re?:onciliation prototype have been pushed
back until late Spring, and that the critical invoice information decision is still many
months away. Furthermore, because the proposed regulatory amendments

authorizing tests of new automation prototypes have still not been published as a
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final rule (which in turn precludes importer application and selection for the tests),
there will be additional delay. Given the current level of progress in this area, we
are looking at a period of five years or longer before our members will see any
benefits, if then. We believe it is imperative for this committee to direct the
Customs Service to place a high priority on the implementation of the automation
initiatives contained in the Mod Act.

We recognize, however, that even if Customs undertakes these initiatives as
its highest priority, implementation is still a long way off. In the interim, we
recommend that Customs hasten the shift to an account-based system, utilizing the
Pre-importation Review Program {"PIRP") or pre-classification program along with a
reasonable record keeping compliance program to identify reliable importers. Each
such importer would interact with a primary Customs official for all purposes and
thereby reduce, if not eliminate, unnecessary, duplicative communications for both
the importer and Customs. An account-based system would appear to be easy and
quick to impiement, and would return great benefits, at the lowest cost, and in the

shortest time possible.

R L
As noted in our introductory comments, the JIG supports the objectives of

the reorganization, but we reserve comment on a plan not yet approved by the

Congress, nor implemented. The major concern raised by our members is the

function of the 20 Customs Management Centers ("CMC"). The Customs Service
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has not done an adequate job in clarifying the role of this new organization that
appears to exercise many of the same responsibilities of the abolished seven
regions, nor has it adequately explained the geographic distribution of the CMCs.

As a general proposition, the JIG believes that companies should have access
to Government officials who are responsible for decisions affecting a company's
legitimate interests. It is our understanding that the CMCs will have administrative
and management responsibilities, that is personnel, budget and oversight, and will
attempt to insure uniformity at the ports under its jurisdiction; that no decision
making authority will be delegated to the CMCs; and that the public will have no
interaction with CMC officials. Although personnel and budget matters are an
internal management function, such matters are of vital concern to the public
because they affect staffing which impacts on the operation of the port. Similarly,
if the CMC in ensuring uniformity is given the authority to decide on the appropriate
procedure or correct classification, private interests will be affected and access to
the decision maker should be guaranteed. We recommend that the committee
explore these issues further before approving the reorganization.

The JIG is concerned that, with reorganization, the transfer to the Port
Directors of responsibility for mitigation of penaities initiated in the Field will create
a degree of havoc not seen since the early 1970's. In most instances, Fines,
Penalties and Forfeitures Officers currently lack the training, experience and
exposure to legal principles required for effective disposition of civil penalty cases.

Historically, civil penalties have been initiated in the Field at the "maximum"” levels
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provided by law with apparent disregard for the degree of culpability involved in the
offense. Perhaps, this has been traceable to the realization that it didn't really
matter because Headquarters would be making the final determination. [f the
Headquarters Office intends to de-emphasize its importance and transfer
responsibility to the Port level, something will have to be done to insure that the
Field has the necessary resources to determine in the first instance whether a
penalty should be imposed and then make a practical assessment as to the level of
culpability and penalty. Obviously, if a more realistic program were adopted in the
first instance, mitigation should become of less concern. In any event, Customs
should make strenuous efforts to improve the training of special agents, import
specialists and any other employees who are involved in the initiation of penalty
cases so that proposed penalty cases are carefully and fully developed and criminal
referrals and interminably long civil proceedings are avoided. Also the current
penalty guidelines for the resolution of penalty and liquidated damages should be

dramatically overhauied to encourage the expeditious resolution of cases.

CONCLUSION

It is clear that U. S. Customs is currently juggling many priorities. In addition
to the huge workload demands associated with Mod Act and reorganization
activities, Customs is proceeding with comprehensive process improvement and
trade compliance initiatives which, among many other elements, includes a

complete redesign of Customs automation environment, new compliance
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measurement procedures, and a complete rethinking of Customs enforcement
practices. All of these major initiatives are taking place astride Customs' daily
mission of trade facilitation and enforcement. While a tall order, Customs'
ambitious agenda seems necessary and inevitable. Customs cannot effectively
implement the Mod Act without simultaneously restructuring its organization,
automation environment and trade compliance programs so as to meet the
demands of modernization. A multidisciplinary and cross-functional approach to
these activities is essential to the proper handiing of ever-growing trade flows as
we approach the 21st century.

It is equally essential that Customs establish realistic objectives and
milestones to ensure steady progress across all of its projects and daily
responsibilities. Absent a detailed roadmap for success, many of the
modernization programs that private sector, Customs and this committee worked
so hard to achieve may be assigned a lesser priority, falling victim to Customs’
more recent initiatives. The slow pace of Mod Act implementation raises the
question of whether this is already happening. To the extent that the answer is
yes, U.S. interests--importers and exporters, carriers, customs brokers, and the
Customs Service itself--would stand to lose the operational, resource and
economic efficiencies envisioned by the parties who supported Customs
modernization legislation. Periodic reviews of Customs objectives and performance
record in fora such as this hearing are important to ensure that Customs remains a
progressive, focused organization.

Thank you, Mr. Chairman. We would be pleased to respond to any questions

the Committee may have.
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Chairman CrRANE. Thank you.
Next, Mr. Dugan.

STATEMENT OF MICHAEL F. DUGAN, PRESIDENT, NATIONAL
CUSTOMS BROKERS & FORWARDERS ASSOCIATION OF
AMERICA, INC.

Mr. DuGAN. Thank you, Mr. Chairman. Thank you for the oppor-
tunity for the National Customs Brokers & Forwarders Association
to testify.

We commend you for taking committee time so early in the year
to take stock of the performance of Customs. The times have man-
dated the modernization of Customs and the agency has set about
the task in an aggressive fashion.

Customs must implement the provisions of the Customs Mod-
ernization Act passed almost 15 months ago at the initiative of this
committee. It has chosen to reorganize both its structure and its
functional process. Customs is not doing this alone or in a vacuum.
Our association and others in the private sector have thus far been
involved every step of the way.

Customs charts its objectives, but then has elicited comment and
approval as plans have evolved. Commissioner George Weise has
gone the extra mile to ensure that literally everyone has had the
opportunity to share their views.

We are now at the stage where broad outlines have emerged and
we are anxious to develop the details. In the interest of providing
positive input and feedback about the direction of Customs mod-
ernization and reorganization, our organization has the following
observations to make.

We support and applaud the goal of reduced bureaucratic
layering. Customs must have the broad latitude to make the man-
agement decisions necessary to improve and run their own agency.

We are promised that CMCs are administrative entities only and
that is why their geographical location is not important to individ-
ual ports. If they are to be only administrative, they must not be
permitted to acquire more functions and significance in the future.
They must be clearly defined right now.

Our association is concerned that the Customs’ fines, penalty and
forfeiture function must be wielded judiciously and fairly. Its power
cannot be permitted to be misappropriated in the future.

Uniformity has become one of the greatest concerns of importers
as the agency decentralizes to a port orientation. Application and
enforcement of Customs’ laws must have a national focus. Our as-
sociation wants knowledgeable, experienced people running Cus-
toms’ programs.

Work cannot be brought to a standstill as change occurs. Care-
fully planned incremental change will avoid these problems. Our
association believes that these changes must not create delays in
the movement of cargo but aid in the process of selecting cargo for
examination.

The movement from a transaction-based processing to account-
based processing must not diminish access to knowledgeable Cus-
toms officers. We do not want an 800 number manned by unin-
formed people who merely take down our questions so that they
can get back to us.
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We readily accept the challenge and the obligations of informed
compliance. Recordkeeping comp%iance is an important part of this
concept. We cannot permit the public to drown in paper as the bur-
den shifts to an importer to produce on demand specific documents.
The list, the A—1-A list, must be streamlined and the demands of
the program must be made reasonable.

The in-bond program must be preserved. In-bond is vital to the
international trading status of many communities such as Chicago,
Pittsburgh, Houston, and Dallas.

We hope this committee will ensure that Congress’ intent is
brought into perspective so that the Customs Service and the pri-
vate sector can together achieve a reasonable solution to the issues
raised by the Chief Financial Officers Act.

We want retention of a broker regulatory scheme where brokers
must be qualified and properly permitted,rﬁeld accountable to Cus-
toms and our own high standards. Brokers want Customs business
defined and applied to activities conducted both inside and outside
the United States. It makes little sense to hold documents prepared
inside the United States to the highest possible standards and then
to permit a come-as-you-are philosophy to apply to counterpart doc-
uments prepared in foreign locations.

Our association asks a continued role as a working partner with
the Customs Service to see that their agenda is brought to fulfill-
ment. Commissioner Weise has inc]udeg us so far and except for
the issuance of the section 321 regulations, what we believe was
without proper discussion, Customs has considered our views
throughout the full spectrum of their plan changes. More than any-
thing else, we offer Customs recourse to a reality check that will
obviate false starts, missteps, unnecessary friction with the private
zecbor, and finally the necessity of involving the committee in every

ispute.

Mr. Chairman, we thank you for giving us the time this after-
noon to make our comments.

[The prepared statement follows:]
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TESTIMONY OF MICHAEL F. DUGAN
NATIONAL CUSTOMS BROKERS & FORWARDERS ASSOCIATION OF AMERICA

Mr. Chairman: Thank you for this opportunity for the National
Customs Brokers and Forwarders Association of America (NCBFAA) to
testify. We commend you for taking committee time 8o early in the
year, in the midst of your work on the Contract with America, to take
stock of the performance of Customs. The United States Customs
Service is indeed an agency of vital importance to the American public.

These are challenging times for Customs as well. The times have
mandated modernization of the Customs Service and the agency has set
about the task in aggressive fashion. Customs must implement the
provisions of the Customs Modernization Act passed almost fifteen
months ago at the initiative of this Committee; it has chosen to
reorganize both its structure and its functional processes in what
amounts to a complete overhaul of how it conducts its operations; and,
it faces the immense burden of day-to-day operation when trade has
reached unparalleled proportions as a factor in our economic well-being.
And, these steps have been undertaken simultaneously. Customs is not
doing this alone, or in a vacuum. NCBFAA and other in the private
sector have been thus far involved every step of the way. Customs
charted its objectives but then has been assiduous in eliciting public
comment and approval as plans evolve. Commissioner George Weise
has gone the extra mile to ensure that literally everyone has had the
opportunity to share their views and participate in setting the direction
for this re-engineering.

We are now at the stage where the broad outlines have emerged and we
are anxious to develop the details. Our expectation and commitment
for involvement have, if anything, only been piqued. Once engaged, our
standards have become increasingly more demanding. Once
empowered, we expect to assume an important role in tailoring
Customs’ changes so that they best serve the public, our clients.

In this vein then, in the interests of providing positive input and
feedback about the direction of Customs modernization and
reorganization, NCBFAA has the following observations to make:

1) We support and applaud the goal of reduced bureaucratic
layering and having Customs services more available at the
locus of international trade, the ports. Customs must have
broad latitude to make the management decisions necessary
to improve and run their own agency. NCBFAA will seek to
ensure however that the newly-emerging "CMCs" and
strategic trade centers meet these objectives. We are
promised that CMCs are administrative entities only and
that is why their geographical location is not important to
individual ports. Then, if they are to be only
"administrative", they must not be permitted to acquire
more functions and significance in the future. They must be
clearly defined now.

2) NCBFAA is concerned that Customs’ fines, penalties and
forfeiture function will become the vehicle for too much
unbridled power to be located with the director of a small
port. Typically, "fines, penalties & forfeiture” is the blunt
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instrument of enforcement that must be wielded judiciously
and fairly. Its power cannot be permitted to be
misappropriated.

Uniformity has become the greatest concern of importers as
the agency decentralizes to a port-orientation. Customs is
well aware of these concerns and the private sector will
work assiduously to ensure that, whereas customs service is
a local issue, application and enforcement of customs law
must have a nationa] focus.

NCBFAA wants knowledgeable, experienced people running
Customs programs and we don’t want upheaval, personnel
turmoil, or extended learning curves. In consulting with
Customs on reorganization, we will balance this operator’s
perspective against the reorganization team’s more long-
term objectives. Work cannot be brought to a standstill as
change occurs; carefully planned, incremental change will
avoid these problems.

NCBFAA believes that these changes must not create delays
in the movement of cargo, but aid the process of selecting
cargo for examination, thereby facilitating the expedited
movement of all cargo through Customs.

The movement from "transaction-based” processing to
"account-based” processing must not diminish access to
knowledgeable Customs officers to obtain information and
decisions necessary for the quick release of specific
shipments. We do not want an 800 number manned by
uninformed people who merely take down our questions so
they can "get back to us" or who simply refer us to others.
We want open communications channels within Customs
operations.

We readily accept the challenge and obligations of "informed
compliance”. Recordkeeping compliance is an important part
of this concept. A first attempt at this has gotten off to a
false start and is now undergoing major surgery. As
Customs moves out from under a sea of paper, we cannot
permit the public to drown in paper as the burden shifts to
an importer to produce on demand the specific essential
documents. The list ("(a)(i)(A)") must be streamlined and
the demands of the program made reasonable.

The "In-bond" program must be preserved. In-bond is the
lifeblood to the international trading status of many
communities (such as Houston, Chicago, or Pittsburgh).
The most often identified culprit posing a threat to the
viability of in-bond has been the recently-passed Chief
Financial Officers (CFO) Act; however, overreaching



221

interpretations and overzealous enforcement will lead to
unintended results and the demise of efficient transportation
systems of today. We hope this Committee will ensure that
Congress’ intent is brought into perspective so that Customs
and the private sector can together achieve a reasonable
solution to issues raised by the CFO Act.

9) We want retention of a broker regulatory scheme where
brokers must be qualified and properly permitted, left in an
unobtrusive environment to conduct our business, and then
be held accountable to Customs and our own high standards.
The Commissioner has asked us to help design these
regulations and we will.

10) Brokers want "customs business" defined and applied to
activities conducted inside and outside the United States so
that the public can be assured that their customs business
will be conducted professionally. It makes little sense to
hold documents prepared inside the U.S. to the highest
possible, most exacting standards, and then permit a "come
as you are" philosophy to apply to counterpart documents
prepared in foreign locales by people ignorant of our laws
and beyond our reach.

11) NCBFAA wants a continued role as Customs’ working
partner in seeing Custome’ agenda to fulfillment.
Commissioner Weise has included us so far and, except for
issuance of the §321 regulations without proper discussion,
Customs has considered our views throughout the full
spectrum of their planned changes. Now we recommend
that a "users" committee be maintained by Customs
throughout the balance of this period of change to consult
on the details of each element of these plans. More than
anything else, we offer Customs recourse to a "reality check”
that will obviate false starts, missteps, unnecessary friction
with the private sector, and finally the necessity of involving
the Committee in every dispute.

We thank you sincerely, Mr. Chairman, for your interest and look
forward to working with you in the months ahead.
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Chairman CRANE. Thank you for your testimony.
Mr. Serko.

STATEMENT OF DAVID SERKO, CHAIRMAN, SUBCOMMITTEE
ON REORGANIZATION AND CUSTOMS MODERNIZATION ACT
REGULATIONS, AMERICAN ASSOCIATION OF EXPORTERS &
IMPORTERS

Mr. SERKO. Mr. Chairman, I am here representing the American
Association of Exporters & Importers. I am chairman of their sub-
committee on regulations and reorganization, and as you, I am
sure, are aware, the association represents on a national basis,
1,200 importers who import and trade, and exporters who export
and trade across the border in all types of commodities, trade sen-
sitive and not.

We most gratefully thank you for the opportunity to be here this
afternoon to give you our input on what has been a tremendous ef-
fort on the part of the Customs Service, together with the trade
community to try to comply with the requirements of the Mod Act,
to establish regulations and then deal with the reorganization
which the Customs Service concluded was necessary in order to be
able to implement all of the activities that would flow from the
Mod Act, GATT, NAFTA and all of the changes taking place in
world trade.

I will address the Customs’ reorganization first, and while we
commend the concepts and the objectives of the Customs Service in
their reorganization, we have a suggestion: That the same partner-
ship with the trade that Customs undertook in developing the reg-
ulations which are currently in the process of being promulgated,
the Customs Service enter that same partnership with the trade in
implementing the reorganization plan.

There are some concerns that we have, particularly with respect
to the appeals process for decisions that will be made at the local
ports. We understand that any decision made at a local port is ap-
pealable to headquarters, and we laud that decision on the part of
the Customs Service.

We would be more comfortable if that particular aspect of their
implementation were codified so that it wouldn’t change given new
administrations and further reorganization. That appeal process is
essential to the functioning of importers and exporters in a highly
legal and regulated environment.

We have seen only one document that is a rather recent one that
talks about the management center concept as it relates to the Gulf
Management Customs Center, and that document is dated January
5. In that document, some of the concerns that we have are some-
what raised to a higﬁer level of awareness, because there is discus-
sion in the document that fines and penalties will be imposed by
the port directors and will be appealable only on a supplemental
petition or a second supplementa? petition through a representative
%f headquarters who will be stationed in a Customs Management

enter.

Now, we don’t know how that is going to work. And we don’t
know whether that means somebody fgrom headquarters who is sta-
tioned in a Customs Management Center is really a headquarters
representative, or is a Customs Management Center representa-
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tive, and we have no basis on which to object or to support this
kind of proposed outcome. But we do ask that the Customs Service
have a dialog with us, the trade community, to discuss the issues
that concern us.

There is another issue in the Customs Management Center that
is of great concern. That same document talks about uniformity of
service being the function of the objective of the Customs Manage-
ment Center.

Our questions are does the uniformity also relate to classification
issues and marking issues and admissibility issues? Who is going
to determine the uniformity, and does uniformity of service include
those issues?

We don’t know, because that hasn’t been clarified. We would like
it to be clarified. Beyond that, we think that the effort that has
been made, and is being made, should lead to benefits for the im-
porting public, for the U.S. consumer and to greater efficiency.

It remains to be seen, but if this committee continues its over-
sight function over what has been happening, and the Customs
Service continues its dialog with the trade, we are very optimistic
the ultimate result will be good for everybody.

I thank you, Mr. Chairman.

[The prepared statement follows:]
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TESTIMONY OF DAVID SERKO
AMERICAN ASSOCIATION OF EXPORTERS & IMPORTERS

Introduction

Good afternoon, Chairman Crane and members of the Trade Subcommittee.
My name is David Serko. I am a partner at the law firm of Serko and
Simon and I am testifying in my role as Chairman of the American
Association of Exporters and Importers' (AAEI) Subcommittees on
Customs Reorganization and Modernization Act Regulations. AAEI is a
national organization of approximately 1200 U.S. firms active in
importing and exporting a broad range of products including chemicals,
machinery, electronics, textiles and apparel, footwear and foodstuffs.
The Association's members also include customs brokers, freight
forwarders, banks, attorneys, and insurance carriers. AAEI members
interact daily with the U.S. Customs Service, making AAEI one of the
closest observers of Customs operations.

AAEI appreciates the opportunity to discuss Customs reorganization and
nodernization. The Association has cultivated a long-standing,
close-working relationship with the Customs Service with respect to
these and other issues that significantly impact the international
trade community.

Customs Reorganization

AAEI is pleased with the overall concept and objectives of Customs'
reorganization plan. Customs' efforts to make the agency more
effective and responsive to its customers, the international trade
community, is laudable. Also commendable is the partnership Customs
has fostered with industry in developing a plan that will optimally
serve the agency and its customers. Based on the Association's many
years of interaction and meaningful dialogue with Customs, it has
the utmost confidence that the agency will hold true to its stated
intentions in the actual implementation of reorganization.

AAEI as well as other trade groups understand that decisions
determined at the port level regarding any issue will be appealable to
Customs Headgquarters. The Association is pleased with this process
and suggests that it be codified to ensure that its benefits are
preserved over time. Codification of this important appeals mechanism
will guarantee consistency and stability through future changes in
personnel and administrations.

The current plan calls for the establishment of Strategic Trade Centers
(STC) which will focus on enforcement issues such as transshipments,
smuggling, intellectual property rights and quota. We fully expect
that Customs, in ite enforcement operations, will continue to be
mindful of its mission to facilitate the flow of merchandise into the
stream of commerce. While enforcement measures are a fundamental
aspect of the Customs Service, they should not be carried out to the
detriment of its other fundamental function, the facilitation of
global trade. The current Commissioner as well as the immediate past
commissioner have recognized the importance of Customs' commercial
function. We fully anticipate that this climate will not change with
the implementation of STCs.
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The Association understands that Customs Management Centers (CMC) were
established for the sole internal use of Customs to ensure the overall
uniformity of the organization. Monitoring uniformity is as much
operational as it is an internal administrative task. Hence, it is
the importer who is in the best position to detect a lack of
uniformity with respect to the implementation of Customs procedures.
AAEI therefore suggests that members of the trade community be
permitted the option to have access to CMCs for the effective and
expedient resolution of uniformity discrepancies.

AAEI strongly endorses the Subcommittee's exercise of its oversight
authority. The Association encourages the Subcommittee to continue
such utilization to oversee the successful implementation of STCs,
CMCs and the overall reorganization plan. Additionally, AAEI would
support Customs extending the "partnership with the trade" approach
employed with the "Mod Act Task Force®™ to its reorganization
implementation.

Customs Modernization Act Regulations

The Customs Service has been committed to developing a partnership
with the trade community to formulate regulations which are amenable
to both parties. Over the past year, Customs has met frequently with
representatives from various trade groups to discuss proposed concepts
and regulations. Customs has been responsive to comments submitted
and has modified several of its original proposals to reflect the
input of industry. The trade community places high value on this
unprecedented process and applauds Commissioner Weise for his
dedication in building the partnership.

Although thie process which fuels the promulgation of the regulations
has been productive, there remain some important substantive issues
that need to be resolved. For example, the Customs Modernization Act
authorizes the Customs Service to establish a voluntary recordkeeping
compliance program. The program, as recently proposed by Customs, is
believed by AAEI to be somewhat ambiguous. The draft version of
Customs Importer Recordkeeping Compliance Manual exceeds statutory
requirements by calling for the production of documents beyond those
necessary for entry. The costs of participating in the program, as
outlined in the draft manual, would outweigh any potential benefits.
Therefore, the manual must be rewritten to provide importers with an
incentive to participate in this voluntary program.

with respect to the finalization of Customs regulations on drawback,
the Association wishes to emphasize the importance of Customs
recognition of the drawback program as a significant export incentive.
The regulations should not undermine this program in any way as it
permite many U.S. companies to compete on a global scale. Important
drawback issues remain unresolved. Considering the value of this
progran to the enhancement of U.S. exports, AAEI would welcome an
invitation from the Subcommittee to present its detailed position at a
later hearing.

On behalf of AAEI, I thank you for the opportunity to testify. AAEI
is proud to have played a major role in the business outreach program
with respect to both Customs reorganization and the Modernization Act
Regulations. The Customs Reorganization Team as well as the Customs
Mod Act Task Force have participated in AAEI sponsored events
including three major public two-day conferences and conventions which
drew more than 2,000 attendees. The Association looks forward to a
continued industry-Customs partnership and is optimistic that the
joint effort will produce mutually beneficial results.
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Chairman CRANE. Thank you, Mr. Serko.

STATEMENT OF PHILIP HUGHES, COCHAIRMAN, U.S. TRANS.
PORTATION COALITION FOR AN EFFECTIVE U.S. CUSTOMS
SERVICE, AND INTERNATIONAL CUSTOMS AND BROKERAGE
MANAGER, UNITED PARCEL SERVICE

Mr. HUGHES. Thank you, Mr. Chairman, members of the commit-
tee, for this opportunity. My name is Philip Hughes. I am the inter-
national customs and brokerage manager for United Parcel Service.
Today I am pleased to be here for the U.S. Transportation Coali-
tion. Our members include all modes of transportation and their re-
spective associations, the airlines, air couriers, ocean, rail and
trucking.

We recognize that these are very challenging times for Customs,
being tasked with these two major initiatives. This comes at the
same time as the implementation of two major trade agreements,
NAFTA and the Uruguay round. We came together as a major pro-
ponent of the Mod Act, because we know firsthand the vital impor-
tance of trade facilitation to international transportation.

We have worked closely with Customs to make the improved pro-
cedures and broad concepts provided for in the Mod Act a reality.
It became clear, however, that Customs was having difficulties in
implementing even the most simple provisions, such as the raised
administrative exemptions. This means that the benefits of the
Mod Act have been delayed.

A simﬁle provision which we believe can also be implemented
even without regulation is summary manifesting of letters and doc-
uments. This would save significant operational costs. It is fair to
say that during the legislative process, transportation was a cham-

ion of remote entry filing. We would like to see the importing pub-
ic enjoy the benefits of this major component of the Mod Act and
hope that the committee will encourage Customs to place remote
entry filing high on their priority list.

One of the only provisions of the Mod Act that has been fully im-
plemented is compliance measurement. This is not a facilitative
program, and in fact has had a disruptive effect on trade. While we
fully appreciate the importance of the program to achieving in-
formed compliance, the statistical methodology must be automated
and refined. We fully agree with the joint industry group on the
A-1-A list. We were disappointed with the list published by Cus-
toms as being too broad and urge the committee to encourage Cus-
toms to prune down the list.

We are also concerned with the proposed Importer's Record-
keeping Compliance Manual. Again, we believe that Customs has
ﬁone too far. Like others, we are concerned that the manual re-

ects a program that is bureaucratic and administratively costly.

The coalition agrees that it is now time for Customs to make
changes to its current structure and management approaches. We
fully support the overall goal of increasing efficiencies and provid-
ing enhanced service levels. We commend Customs’ focus on its
customers and its decision not to reduce services or personnel at
the ports. With the tools of the Mod Act, we believe that Customs
can better facilitate trade, while assuring maximum compliance,
depending on the reorganization plan that it finally adopts. At this
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time, we have only seen the blueprint for the reorganization. Con-
sequently, the coalition’s comments are general in nature.

We are concerned, though, about the function and geographic dis-
tribution of the proposed Customs Management Centers, or CMCs.
While we are told that the CMCs will only have administrative
functions and no interface with the public, we believe that the
functions of the CMCs should be fully explained to Congress and
the importing public.

While personnel and budget matters may appear to relate to in-
ternal management, such matters have a direct impact on trans-
portation as they relate to staffing. The geographic size of the CMC
area and the location of the CMCs should reflect the import and
export volume of the area. We are also concerned about how the
reorganization will affect Customs’ penalties program.

ile the report on the reorganization indicates that this pro-
gram will be handled at the port level, with direct appeal to Cus-
toms headquarters, we question how Customs intends to do this
without detailed guidelines as to the disposition of penalty matters.

In reforming the penalties process, we urge Customs to focus on
expeditious resolution, rather than the perpetuation of the length
mitigation process. We hope that Customs will follow the approac
described in its concept paper on penalties, and work with import-
ers toward achieving maximum compliance through education, in-
formation and cooperation, reserving penalties for the most severe
violators and repeat offenders.

In conclusion, Customs modernization efforts must proceed at a
more rapid rate to deliver the benefits of the Mod Act. The reorga-
nization must be formulated in close consultation with Congress
and the importing community in order to assure that the new Cus-
toms Service meets the needs of trade in the 21st century.

Thank you, Mr. Chairman. I respectfully request that our full
written statement be included in the record. I would be pleased to
answer any questions.

Chairman CRANE. They will, without objection.

[The prepared statement follows:]
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STATEMENT OF PHILIP HUGHES
U.S. TRANSPORTATION COALITION FOR AN EFFECTIVE U.S. CUSTOMS SERVICE

Thank you, Mr. Chairman and members of the committee for
this opportunity. My name is Philip Hughes. I am the
International Customs and Brokerage Manager for United Parcel
Service. 1In my capacity as co-chairman with Adi Abel of Sea-Land
Service, Inc., I am pleased to testify today on behalf of the
U.S. Transportation Coalition for an Effective U.S. Customs
Service on the proposed reorganization of the Customs Service and
the agency’s modernization efforts. Our Coalition members
include: (1) the Air Courier Conference of America; (2) the
Association of American Railroads; (3) the Air Transport
Association; (4) the American Trucking Associations; (5) the
Pacific Merchant Shipping Association; and (6) the United
Shipowners of America.

The union of all modes of transportation -- including air
and air courier, ocean, rail and truck -~ by the formation of
this Coalition is an historic first in transportation history.
Today, transportation services represent 3.1 percent of the total
non-agricultural employment and 6.4 percent of the total Gross
Domestic Product. These figures will undoubtedly continue to
grow at a rapid rate given the globalization of companies, the
recent implementation of the North American Free Trade Agreement
and Uruguay Round legislation and the probability of other free
trade agreements, as well as new concepts being developed and
refined such as just-in-time manufacturing and retailing.

We came together during consideration of the Customs
Modernization Act (the "Mod Act") and worked with this very
Committee, the U.S. Customs Service and the Joint Industry Group,
because we know first hand the vital importance of trade
facilitation to the nation’s economy. Since we fully recognize
that Customs modernization is the keystone to trade facilitation,
we were a major proponent of the Mod Act. The efficiencies
effected by customs modernization and simplification are
imperative to the delivery of the type of transportation eervices
required by our customers -- American business and the general
public. We continue to work with Customs in the implementation
phase to develop sound regulatory proposals. In fact, at this
time we are working with Customs and other agencies to build an
Automated Export System and reengineer Customs in-bond program.
We are hopeful that this collaboration will continue to ensure
that future customs policies and procedures will afford
sufficient flexibility to accommodate transportation flows and
our customers’ needs.

Our Coalition members also worked in partnership with the
Customs Service with regard to the proposed reorganization. The
very theme for Customs’ report on the reorganization -- "People,
Processes & Partnerships®" -- came from Mr. Gary Taylor of
American President Companies, the founder and former chairman of
this Coalition. We commend Commissioner Weise and the Customs
Service for their excellent work in this regard. We hope that
they will continue the open dialogue utilized for both their
reorganization and modernization efforts.

These are certainly very exciting times for the
international trade community and the Customs Service -- a
governmental agency which dates back to the American Revolution.
Yet, it is also a very challenging time for the Customs Service,
being tasked with two major initiatives -- (1) customs reform as
a result of the Mod Act; and (2) a major reorganization. This
comes at the same time as the implementation of two major trade
agreements -~ NAFTA and the Uruguay Round. As a result, the
Service must prioritize its workload to deliver the benefits of
both initiatives as well as these recently concluded trade
agreements to the public.
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Ihe Mod Act

All during last year, we worked closely with Customs to make
the improved procedures and broad concepts provided for in the
Mod Act a reality. It became clear during the first half of the
year, however, that Customs was having difficulties implementing
even the most simple provisions. This means that virtually all
of the benefits of the Mod Act have been delayed.

The following is an example on point. It took over six
months for Customs to promulgate its first regulations package,
which included what one would think would be the most simple
amendment in the Mod Act -- raising the statutorily mandated
administrative exemptions thresholds. The regulations that were
finally published were challenged in court by the national
association of customs brokers because of Customs’ mere
explanation of existing procedures for de minimis shipments.
Along with Customs, our air courier members successfully defended
the regulations in the Court of International Trade and we,
Customs and the public are now receiving the intended benefits of
the raised administrative exemptions. But this was only after
losing millions of dollars as a result of delayed implementation
and the expenditure of substantial legal fees for litigation to
effect what was only the will of Congress. The brokers have now
appealed to the Court of Appeals for the Federal Circuit.

The lesson learned from this example is that Customs’ delay
needlessly cost our industry and the public millions of dollars
and it did not even avert the totally self-serving, frivolous
lawsuit brought by the brokers. It is clear to us that not all
segments of the international trade community truly want
modernization and simplification of customs procedures.
Unfortunately, when it comes to improved and simplified customs
procedures transportation and their customers have all too often
found themselves on the other side of the table from the national
brokerage community. While we hope that this will change in
1995, we urge Customs not to cater to groups that seek to impede
and complicate the reenginering of the trade process.

Another simple provision, which we believe can be
implemented, even without regulation, is summary manifesting of
letters and documents. Again, implementation would save the
public significant sums of money.

It is fair to say that during the legislative process
transportation was a champion of remote entry filing. We fought
major battles before the Administration and in the halls of
Congress to ensure that the remote entry filing provision was not
encumbered by unnecessary requirements, as proposed by the
national brokerage association. Many of you may remember the
controversy. We obviously would like to see the importing public
enjoy the benefits of this major component of the National
Customs Automation Program authorized by the Mod Act and hope
that this Committee will encourage Customs to place remote entry
filing high on their priority list. Again, we urge this
Committee to make clear in no uncertain terms that Customs must
reject any attempts to frustrate the will of Congress and impose
unnecessary financial burdens on American companies by any delay
of remote entry filing.

In addition to providing for modernizaticn and automation,
the Mod Act introduces a major new concept called -- "Informed
Compliance."™ During the legislative process "Informed
compliance" was described by the Joint Industry Group as "a
landmark agreement between the private and public sectors -- the
private sector agreeing to accept additional responsibility and
accountability for its actions® and "the Customs Service agreeing
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to introduce significant new wmeasures to inform exporters and
importers of their obligations under the law." "Informed
Compliance" is the natural complement to the automation and
modernization aspect of the Mod Act.

It has also become clear during the last year that
recordkeeping and post-entry audits will be the cornerstone of
Customs enforcement in the 21st Century. Accordingly, Customs
Fines, Penalties & Forfeitures programs must undergo substantial
reform. Recognizing this, Congress provided large penalties for
failure to keep certain records or information required for the
entry of merchandise.

In order to implement this approach, Customs must first
publish a2 list of records or information required for the entry
of merchandise. This is what is referred to as the (a) (1) (A)
list. We were disappointed with the list published by the
Customs Service because of the breadth of the "records" listed
and urge the Committee to encourage Customs to prune the list to
those "records" contemplated by Congress. Congress made
absolutely clear that the substantial penalties were not intended
to apply to the types of documents referred to on the proposed
list. We fully agree with the Joint Industry Group that all
forms of self-certification are no longer meaningful and
therefore should be eliminated.

We are also concerned with the proposed "Importers
Recordkeeping Compliance Manual." Again, we believe that Customs
has gone too far -- using the recordkeeping compliance program as
a springboard for the entire concept of "Informed Compliance."

As commented by the American Association of Exporters and
Importers, "the manual seems more geared toward testing and
assuring overall import competence than the ability to maintain
and produce records." Like others, we are concerned that the
manual reflects a program that is bureaucratic and
administratively costly.

In sum, the Coalition believes that Customs must more
expeditiously carry out the legislative mandate to streamline and
automate the commercial operations of the Customs Service. This
is critical to efficient operations of transportation and the
overall competitiveness of American business. 1In the end, we
believe that successful implementation will serve as a model
worldwide for customs reform.

e Reo; nizatjon

The Coalition agrees that it is now time for Customs to make
changes to its current structure and management approaches. We
fully support the overall goal of increasing efficiencies and
providing enhanced service levels. We commend the Customs
Service’s new emphasis on the "needs of its customers and
stakeholders" and its decision not to reduce existing services or
personnel resources at the Ports of Entry. Transportation hopes
that Customs will not simply eliminate headcounts but will
redistribute personnel to put them on the front lines at the
ports to accommodate growth in trade. With the tools given by
Ccongress in the Customs Mod Act, we believe that Customs can
better facilitate transportation and ultimately the business
community while assuring maximum compliance and enforcement
depending on the reorganization plan it finally develops.

At this time, we have only seen the "blueprint" for what is
described to be a "comprehensive change." Consequently, the
Coalition must reserve its judgment as to Customs’ reorganization
proposal. That is not to say that we do not have specific
concerns regarding the development of the details of the plan.
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In particular, we are concerned about the function and
geographic distribution of the proposed Customs Management
Centers (the "CMC’s"). While we are told that the CMC’s will
only have administrative or management functions and no interface
with the public, we believe that the purposes of the CMC’s should
be further explained to Congress. First, while Customs may
consider personnel and budget internal management functions, such
matters have a direct impact on transportation as these decisions
directly relate to staffing at the port level. Additionally, we
are told that the CMC’s will have an oversight function to assure
uniformity at the ports under its jurisdiction. This would
appear to be a review process that would clearly have an impact
on the public. The location of these CMC’s, therefore, should
reflect the import and export capabilities of the area. Customs
should explain and document the reasons for these geographic
designations to Congress.

We are also concerned about how the reorganization will
affect the Fines and Penalties program. While the report on the
reorganization indicates that this program will be handled at the
port level with direct appeal to Customs Headquarters, we
question how Customs intends to do this without detailed
guidelines as to the disposition of penalty matters. 1In
reforming the fines and penalties process, we urge Customs to
focus on expeditious resolution rather than the perpetuation of
the lengthy mitigation process. We hope that Customs will follow
the approach described in its concept paper entitled "Reinventing
the Penalty and Liquidated Damages Program" and work with
importers toward achieving maximum compliance through education,
information and cooperation, reserving penalties for the more
severe violators and repeat offenders. Because penalties
currently originate at the District level, Customs will have to
substantially expand its program to deliver services at the port
level. This should also be explained to Congress.

Conclusion

The Transportation Coalition stands ready to continue
working in partnership with the Customs Service so that the
American public may realize the efficiencies and consequent cost
savings resultant from the Mod Act. We realize that Commissioner
Weise and the Service is faced with an enormous challenge --
trade facilitation of record volumes of trade while assuring
protection of the American public and revenue. Yet, Customs
modernization efforts must proceed at a more rapid rate. In
fact, implementation of the Mod Act will enable Customs to meet
this challenge. Additionally, the reorganization must be
formulated in close consultation with Congress and the importing
community in order to assure that the new "Customs Service" meets
the needs of trade in the 21st Century.

Thank you again Mr. Chairman for this opportunity to comment
on Customs’ reorganization and modernization efforts. We would
be pleased to answer any questions that the Committee may have.
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Chairman CRANE. For all of you, what is more important in your
estimation, to implement the benefits of new automated systems
quickly, or to take time to make sure that they work as intended?

Mr. HuGHES. Mr. Chairman, if I may, I think that Customs
needs to look at prioritizing, from time to time taking a second look
at what is being worked on, what can be implemented quickly with
the most benefit and impact, and to continue to work on the major
programs that do take time.

Mr. DuGaN. Mr. Chairman, just about a year, maybe a year and
a half ago, the Customs Service came out with a new in-bond pro-
gram. The hope was that it would provide the information needed
to properly identify the cargo from where it originated to where it
was destined.

We had some very serious problems with that program. In fact,
that entire program was scrapped because the Customs Service ei-
ther did not have the time or the proper information to put to-
gether the program that the country really needed for in-bond. So
we applaud the current discussion that is going on with the in-bond
program, and hope that, when the final program is put together,
it will be of benefit for the entire country.

So to answer your question, I would hope that we take the time
to properly review each one of these before they are put into place.

Chairman CRANE. Mr. Serko.

Mr. SERKO. I would agree with Mr. Dugan, as to the objective,
Mr. Chairman.

Chairman CRANE. Thank you.

Mr. Rose, do you have—

Mr. RosE. Yes. It is clear that Customs is juggling a lot of impor-
tant priorities. If you take a look at their trade compliance initia-
tives, as well as the modernization, the reorganization initiatives,
put them all together, what is clearly required is an integrated ap-
proach. I don’t know that you can really truly modernize unless you
change your organization to really deal with the requirements of
modernization.

So again, an integrated approach is really required. But I think
what is important is to establish milestones, objectives, and have
a very consistent plan. Otherwise, Customs runs the risk of spread-
ing itself too thin.

Chairman CrANE. Well, we thank you for your testimony and
look forward to an ongoing discussion as the implementation oc-
curs, because your input from the private sector is vitally impor-
tant.

Mr. Payae.

Mr. PAYNE. I have no questions. I too want to thank the wit-
nesses and look forward to continuing to work with you as we go
through the reorganization and modernization process.

Chairman CRANE. Well, we thank you again, gentlemen. Loock
forward to the next meeting and hopefully it is al! positive, from
everyone’s perspective.

This concludes the session of the subcommittee. We adjourn.

[Whereupon, at 3:03 p.m., the hearing was adjourned.]

[Submissions for the record follow:]
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The American Association of Port Authorities (AAPA), founded in 1912, represents
virtually every major U.S. public port agency, as well as the major port agencies in Canada,
Latin America and the Caribbean. Our Association members are public entities mandated
by law to serve public purposes ~ primarily the facilitation of waterborne commerce and the
generation of local and regional economic growth. Our written testimony submitted for the
record, reflects the views of the AAPA’s United States delegation.

We commend the Chairman and the Subcommittee for your continued interest in the
operations and efficiencies of the U.S. Customs Service. Since enactment of the Customs
Modernization and Informed Compliance Act (Mod Act), Customs has held several public
meetings to solicit input from the trade community. We have heard from several Customs
officials that they do not intend to rush in developing regulations that are later found to be
unworkable. We encourage Customs to keep focused on the process and not any arbitrary
internal deadlines. Developing implementing regulations in haste will undoubtedly produce
little more than waste.

As for the Customs reorganization, we support the reorganization of Customs staff
and we support the automation of Customs procedures. Informed compliance and shared
responsibility by the trade should go far in improving Customs operations. However, we are
concerned that the decentralization of Customs functions to the port of entry level will
eliminate the uniformity in the application of laws and regulations. Application of trade
laws must be consistent at all 301 ports of entry. Cargo and passengers must be treated
equally at all ports of entry. Anything short of that will create "port shopping™ whereby
importers and exporters shop for a port of entry in which the rules are relaxed or not
enforced at all.

While we understand the functions of the Cy M Centers (CMC) to
be internal support for the operations of the Customs Semoe, we do believe that
competitive advantages are being sought out of the CMC designations. The CMCs cannot
become a factor in port competitiveness. We only hope that the CMCs function as intended
and do not become political or competitive tools in the future.

The public port industry has spent more than $12.5 biltion dollars in the last 45 years
to develop landside facilities. The importance of ports to the national, regional and local
economy cannot be overstated. The deep-draft commercial ports of our nation handle over
95 percent of cargo moving in international trade. Ports activity links every community in
our nation to the world markctplace—enablmg us to create export opportunities and to
deliver imported goods more inexp y to s across the nation. With the
passage of NAFTA and GATT, the unponant role our ports play in the economic well-being
of the nation will only increase.

Port activities create substantial economic and international trade benefits for the
nation, as well as for the local port community and regional economy.

. U.S. export trade was responsible for one out of six new U.S. manufacturing
jobs, and 25 percent of the growth of all private industry jobs between 1986
and 1990.
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. Exports accounted for 90 percent of the Gross Domestic Product growth in
1992.

hd Efficient water transportation provides for delivery of less expensive goods for
U.S. consumers.

. In 1992, commercial port activities directly associated with the movement of
waterborne commerce:
° generated 1.5 million jobs;
° contributed $73.7 billion to the Gross Domestic Product;
° provided personal income of $52 billion;
¢ generated federal taxes of $14.5 billion and state and local taxes of $5.5
billion.

. The gverall national jc impact of port activities, businesses that make
significant use of the port system, and capital expenditures in 1992:
° generated 15.3 million jobs;
° contributed $780 billion to the Gross Domestic Product; and
° generated $209.8 billion in taxes at all levels of government.!

d Approximately $15 billion dollars were paid into the general treasury in fiscal
year 1994 from Customs duties on imports moving through U.S. ports.

It is very important that the Customs, the Subcommittee and the trade continue to
work together. We have all come a long way since the Mod Act debates in the mid-80s.
But, there is still far to go. It is our desire that as we move toward a streamlined Customs
Service, we do so without forsaking quality of service or uniformity. Thank you.

! Public Port Financing in the United States, U.S. Maritime Administration, July 1994
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{ am Maureen Smith, Vice President, International for the American Forest & Paper
Association. On behalf of the American Forest & Paper Association, | would like to express our
appreciation for the opportunity to present testimony on the subject of the implementation of
the Customs Modernization Act ("Mod Act™). The Mod Act gave the Customs Service a
mandate to automate and modernize its commercial processing procedures. At this time, we
would likesto comment on one particular program Customs has proposed as part of its drive to
modernize: the Automated Export System, due to be implemented on July 1, 1995.

The American Forest and Paper Association (AF&PA) is the single nationai trade
association of the forest, pulp, paper, paperboard, and wood products industry. AF&PA
represents approximately 450 member companies and related trade associations (whose
memberships are in the thousands) which grow, harvest and process wood and wooed fiber;
manufacture pulp, paper and paperboard products from both virgin and recovered fiber; and
produce engineered and traditional wood products.

The vital national industry which AF&PA represents accounts for over seven percent of
total United States manufacturing output. Employing approximately 1.6 million people, this
industry ranks among the top 10 manufacturing employers in 46 states with an annual payroll
of approximately $49 billion. Domestic and foreign sales of U.S. forest and paper products
exceed $200 billion annually. The U.S. is the world's largest producer of pulp, paper and
paperboard; it provides 35 percent of the world's pulp, and satisfies 30 percent of its paper
and paperboard needs.

The U.S. forest products industry is globally competitive, with combined exports of
approximately $18.2 billion in 1994.

The industry supports the U.S. Customs Service in its roles as a facilitator of U.S.
international trade and as an enforcer of the nation's trade regime. Both function: are
necessary for the smooth operation of our nation's international commerce.

Customs, as part of its modernization, has teamed with the U.S. Department of
Commerce's Bureau of the Census and Bureau of Export Administration, and the Depariment
of State's Office of Defense Trade Controls in an effort to increase export compliance and
improve export statistics. The result of this teamwork is the Automated Export System (AES),
an electronic reporting system which its creators claim will improve export controls and ease
the export process. The system should also ensure proper management of Harbor
Mainlenance Fees and elimination of inefficient paper export documentation. Conceptuatiy,



236

the system changes the focus of Customs processing from individual transactions to
"accounts”. "AES,” states the Customs Service, " will serve as the cornerstone for full
automation of the export community.”

AF&PA appreciates Customs' desire for an improved export control program as well as
more accurate export statistics. We support the concept of moving from individual
transaction-based processing to account-based processing. We are concerned, though, that
AES - as it is currently proposed — will act as an impediment to exports, adding costs to and
delaying shipments of U.S. goods.

Exports have been and ~ barring a complete upheaval in the nature of international
competition -- will remain the fastest growing segment of our industry's business. This
industry has been ranked among the most competitive in the world. We have historically
relied upon our competitive strength to win markets abroad.

The proposed AES program, though, could jeopardize our industry's hard fought gains.
AES will complicate the export process, adding communication, coordination and reporting
costs to every shipment. We are concerned that this program will have a detrimental effect on
the competitive position of exports of U.S. forest products.

AF&PA would like to bring the following points to the Subcommittee's attention:

1. AES allows nq fiexibility in its reporting. Exporters currently report data to the Customs
Service using one of two methods: the Shipper's Export Declaration (SED) or the
Automated Export Reporting Program (AERP). Exporters using SEDs —~ paper
documentation of export transactions -- complete their portion of the SED and present it
to the transportation carrier prior to exportation. The carrier must then complete its
portion of the SED and present the SED to Customs within four days after the vessel
clears the port. Frequent exporters can request authorization to use the AERP from the
Department of Commerce. The AERP is an electronic system that allows exporters to
report data on a monthly basis.

AES replaces this flexibility with a rigid reporting scheme. This scheme requires
exporters and carriers to submit detailed accounts of each and every export transaction
to the Customs Service prior to and after vessel sailing. This lengthens and
complicates the exporting process, increasing costs for the exporter. The logistics
involved in exporting a product already accounts for a substantial percentage of the
product's export price. A reporting program which adds cost to this is unreasonably
burdensome.

2. AES requires data be transmitted to Customs jn advance of <essel sailing. For many
exporters, it is not possible to transmit a number of the data elements which will be
required by AES until after cargo is delivered to the carrier. Even after the carrier
receives the shipment, significant details can change. The export weight and vaiue can
change if the customer changes the order. The date of shipment can change because
the carrier does not have enough space on its vessel. Even the consignee's name and
address may change. Customs must take this into account.

Under the current system, exporters who use the AERP are exempted from presenting
SEDs to their carrier prior to exportation. While it is true that only approximately 260
companies are currently permitted to participate in AERP, these exporters are
responsible for some 20% of total U.S. export shipments. Requiring prefiling of
approximate data from these exporters would be a burden. The Customs Service has
already mentioned a "Gold Card" program, by which frequent exporters would receive
special considerations under AES. The details of this program, though, have not yet
been developed.

The "Gold Card” program, by itself, will not be enough. AES must allow changes to the
reported data. Export data is not final until the consignee accepts the cargo. This can
be weeks after the exporter delivered the cargo to the carrier. Such problems as
overshipments or short-shipments will only be found upon cargo unloading. Exporters
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must have a way of adjusting the entered data when the correct data becomes
available.

The proposed AES program requires the exporter of carrier to supply up to 71 data
eloments to the Customs Service. In contrast, the present SED requires only 24 data

elements. Requiring additional data elements, such as the freight charges for carrier
transport, the numbers of the seals affixed to the shipment containers, or the date of
cargo unloading, is cumbersome and costly to exporters. The additional data contains
little information of significant import and only serves to complicate export logistics.

raw matenals or unoontrolled commodmes In fact, only 3% of U.S. exports are
licensed, and thase exporters who export non-controlled goods will be unnecessarily
disadvantaged. Customs should develop a program that does not place exporters of
non-controlied commodities or raw materials under such a heavy reporting burden.

AES does not provide enouah protection for confidential information, AES requires
exporters to provide privileged information that is vital to the exporter's business. Some
of this Information, such as the consignee’s name and address, is already required by
the SED system, but not by the AERP system. Other information, such as unique
intermediate and uttimate consignee codes, goes beyond what even the SED system
requires. In either case, exporters are concemed about the confidentiality of the
information. Electronic databases are far more susceptible to penetration by
unauthorized sources than manual ones. Exporters are concerned that AES requires
more privileged information than either the SED or AERP systems, but gives that
information less protection. Our industry is highly competitive and we are concerned
that the sensitive information required by the AES could become publicly available.

lovesting in AES will be very costly, Exporters already made a significant investment in
the AERP system and investing in a new program will be an additional drain on
resources. We estimate a one-time cost of $150,000 to $250,000 per major exporter to
reprogram, then a cost of $100,000 to $300,000 per year to participa® in the AES
program as it is proposed (at $50.00 per SED).

mm_anmmmﬁnsoms_mumm Th'S plan feqU"'eS every exporter t°
reconcile against the Customs invoice when Customs itself keeps records of export
transactions and Harbor Maintenance Fees. Exporters suggest the quarterly payment
by exporters continue and Customs notify the exporter of any discrepancies (if an
export shipment is missing a declaration or payment of the Harbor Maintenance Fee).
This management by exception would be a far more efficient use of resources for both
exporters and the Customs Service.

nmmwmm_wmmmm
considerable confusion. AES requires a new export identification numbes be created
through the combination of a DUNS number — to be obtained by each exporter from
Dun and Bradstreet - and the shipper's transaction number. AES will use the resulting
*unique export transaction number” to track export shipments. Currently, exporters
track exported shipments via the bilt of lading, a system that is accepted worldwide.
Changing this system by introducing the new "unique export transaction number" —
which will be used only by the U.S. — will create confusion in the international business
community.

Cargo delays will be created by miscommunications, confusion, and human efror
caysed by misunderstanding or fack of lraining. While we support the Customs
Service's proposed training of exporters, carriers, vessel operators, forwarders and
government personnel on the new AES, we are concerned that the task will require
resources not available to the Customs Service. Furthermore, previous Customs
Service training efforts in export documentation have been less than a complete
success. In fact, a major reason for the switch to AES is the poor quality of the data
received from the paper SEDs. The quality of these data, though, reflects the lack of
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success of the Customs Service training program that supported the paper SEDs.

10.  AES requires dual reporting. AES will not replace the AERP and SED systems
immediately. Instead, these systems will continue to operate alongside AES until it can
be determined that the data received from AES meets or exceeds the quality of the
data received from the AERP and SED systems. According to the Customs Service's
own best case scenario, this dual reporting would be required for at least six months.
This requirement is a drain on exporters resources and will cause significant confusion.

Customs officials have responded to exporters' criticism of the AES program by stating
that AES is an enforcement program first and foremost. Though we do not object to the
implementation of an enforcement progrdm that would cut down on exports of illicit goods from
the U.S., Customs must make sure that the program does so in an efficient manner producing
minimal costs and delays to the general law abiding American exporting community.

We have conveyed our concerns to the Customs Service directly and we will continue
to work with them and with Congress to resolve these issues.

Thank you.
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This statement is submitted by the American Textile Manufacturers Institute (ATMI) on
behalf of its member companies. ATMI is the national association of the textile mill products
industry. Its members collectively account for over 80 percent of textile mill activity in the United
States and are engaged in every facet of textile manufacturing and marketing.

ATMI and its members have long had a deep interest in the operations of the United
States Customs Service. As the record clearly shows, the textile industry, its valued customers
and suppliers have long suffered from an enormous volume of illegal imports which have inflicted
economic damage and hardship on our companies and workers. The Customs Service is the
primary government body possessing the resources and resolve to act against these illegal
imports. For this reason, ATMI was highly supportive of the Customs Modernization and
Informed Compliance Act (“the Mod Act”) because, in ATMI’s opinion, the Mod Act would
provide Customs with the tools needed to move more efficiently and effectively against such
imports.

Now that the act is law, it is time for the Customs Service to move forward and effect
those changes in its methods and operations which are necessary to enable it to achieve the
objectives set forth in the Act. ATMI supports the program which Commissioner Weise has thus
far announced in furtherance of these objectives. In this regard, ATMI believes that the proposed
reorganization of the Customs Service will facilitate closer cooperation and greater dialogue
between the Service and its clientele, consisting not only of importers, brokers and shippers, but
all members of the business community who are affected in one way or another by imports. In
particular, ATMI welcomes Customs’ proposal to shift considerable personnel resources from
essentially clerical and middle management positions to “front line” responsibilities for
surveillance and oversight. To roughly analogize, the desk sergeant is out from behind his desk
and out on the beat. This is a wise redeployment of resources.

One of the most beneficial results of this proposed redeployment of assets is the
enlargement of Customs’ textile “jump teams,” whose primary function is to uncover and
investigate instances of the illegal transshipment of textile and apparel goods under import
control. Again, the record will show that such transshipment, which is in violation of international
convention, bilateral trade agreements and United States law, has reached epidemic proportions.
The jump teams have done much to control this illicit trade and are to be commended for their
efforts and successes. Nevertheless, these practices persist and the work of the jump teams must
not only continue but must be enlarged if transshipments are to be eradicated.

ATMI also welcomes Customs’ new Strategic Trade Initiative which, through the use of
sophisticated data processing techniques and close monitoring of import transactions, will be
better able than in the past to detect all types of import fraud, not just transshipments. Integral to
the efforts of the newly created Strategic Trade Office within Customs is the conducting of a
great number of compliance exams of importers, another initiative which is greatly welcomed. In
this context, the establishment of five Strategic Trade Centers at our busiest ports will
undoubtedly focus the efforts of Customs personnel more effectively than the many regional
offices currently operating. Since the Mod Act encourages importers and brokers to file entries
anywhere in the customs territory of the United States and all transactions can be accomplished
electronically, there is little reason to maintain Customs’ extensive network of regional offices.
The resources, human and financial, used to operate these offices can be utilized more efficiently
by concentrating them where they are most needed.



240

The Mod Act requires sweeping and profound changes in nearly every aspect of the
Customs Service’s operations. These changes and the accompanying reorganization of the
Service are long overdue. The tremendous growth in the volume of imports and import
transactions alone mean that Customs cannot continue to do business the way it has in the past.
The concurrent increase in fraud and illegality means that Customs cannot continue to use old
techniques and systems to control this problem. Finally, technological advantages, particularly in
the fields of data processing and communication, require that Customs change its methods of
operation.

ATMI and its member companies welcome these changes and have great hopes and
expectations for the achievements of the “new” Customs Service. ATMI wishes to thank the
Congress for passing the Mod Act and the Customs Service for its efforts to enforce the law. We
also earnestly petition the Congress to not reduce the level of funding for Customs. Adequate
funding will be absolutely essential for the Customs Service to achieve all the worthwhile aims
and objectives of the Mod Act.

For the American Textile Manufacturers Institute
Carlos F.J. Moore, Executive Vice President

SUMMARY

The American Textile Manufacturers Institute (ATMI), the national association of the
textile industry, supports the aims and objectives of the Customs Modernization and Informed
Compliance Act. In particular, ATMI welcomes the increased emphasis on compliance and
surveillance embodied in the Act. In furtherance of these and all other of the Act’s provisions,
ATMI endorses the ambitious reorganization program which Customs has undertaken and
requests that the Congress continue to provide Customs with the funding necessary to fulfill its
mission.
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Mr. Chairman, my name is Thomas B. Chapman, and I am Vice
President and Executive Director of AOPA Legislative Action.

AOPA Legislative Action enjoys the financial support of
330,000 dues paying members. Together with our affiliated
organization, the Aircraft Owners and Pilots Association, we
promote the interests of those who contribute to our economy by
taking advantage of general aviation aircraft to fulfill their
business and personal transportation needs. There are more than
650,000 general aviation pilots nationwide.

We appreciate the opportunity to submit this statement for
the record and to highlight an issue which we believe is
relevant to your hearing on the reorganization and modernization
efforts of the U.S. Customs Service. For more than two years,
we have formally advocated changes to procedures currently used
by the Customs Service in dealing with general aviation
aircraft. Our recommendations have been discussed in detail
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with the Customs Service staff. They deal specifically with 1)
changes to the Advise Customs, or "ADCUS," notification process;
2) enforcement of Federal Aviation Administration regulations;
3) better definition of arrival notification windows; and 4)
implementation of a selective inspection process.

Based upon our discussions with the staff of the Office of
Inspection and Control, we believe there is a clear
understanding and agreement that a number of changes need to be
implemented by Customs. Additionally, we are informed that
there is consensus on our ideas among Customs field offices
along the northern borders. And we recently learned that, in
early 1995, Canada will make a number of changes in its
procedures very similar to what we have suggested to the U.S.
Customs Services staff.

In brief, our proposals are:

o Implementation of an international 800 service by
Customs with which to receive required Advise Customs
notices. These lines would feed directly into one of
the Customs flight operations centers which are staffed
24 hours per day. Telephone notification directly to a
Customs entry airport is often difficult from foreign
nations. Many times, a pilot calling to notify the
local agent receives a telephone answering machine and
must "hope" that the agent checks his or her messages
prior to the pilot's arrival.

o A Selective Inspection Program. According to Customs'
own data, the majority of enforcement action taken by
Customs is in the form of "technical violations." It
is honest pilots who notify Customs of their arrival.
We believe it is appropriate to implement a selective
inspection program similar to that of water operated
craft. Such a program could enable Customs agents to
concentrate their limited resources on areas which have
proved to be problematic. For example, the benefit we
see is that aircraft operators could place a telephone
call to the Customs 800 Advise Customs number. At that
time, after supplying any information necessary for
"pre-clearance," they could be notified whether or not
they could fly directly on to their final location,
knowing that Customs would reserve the right to meet
the aircraft at its final destination. The resource
savings to Customs could be significant.

o efer alleqged_violations of Federa viatio
Administration requlations directly to FAA for action.

Currently, Customs will cite an aircraft operator for
such items as failure to produce a valid FAA medical
certificate. After Customs cites the operator for this
violation of FAA regulations, the FAA also takes its
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own enforcement actions. Clearly, this is a

duplication of effort and wasteful of Customs limited
resources.

o Update the "U.S. Customs Guide for Prjvate Flvers."
This useful Customs publication is used by the industry
to provide guidance to aircraft operators regarding
appropriate ways to deal with Customs. The guide has
been an invaluable document for our Association and
others which have provided it to their memberships.
However, the guide was last published in December 1991
and is now badly outdated.

While there has been internal support for our suggestions at
Customs, we do not believe that our suggestions have received
the attention and review of senior level decision makers.
Further, lack of continuity in ataffing of the responsible
offices has undermined such efforts. It is our firm belief that
implementation of our suggestions will not have a detrimental
effect on the mission of Customs, a mission which in general we
support. Indeed, Customs may very well increase its
effectiveness in other areas of the service.

Again, Mr. Chairman, we appreciate the opportunity to submit
this statement for the record. Please feel free to contact us
if you have guestions.
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The majority of the Dalias/Fort Worth International Airport is in my District. Many of you have
probably been there—almost everyone in America who travels has been. Over 2300 flights per day go
through DFW, making it the world’s second busiest airport. It will soon become the world’s busiest.
With a seventh runway under construction and an eighth in the works, and with so many other airports
out of room for significant expansion, DFW is likely to be the busiest airport in the world for many years
to come.

‘When you see an operation like DFW, it is hard to remember that the airport is only twenty-one
years old. DFW is the product of the incredible growth of air transportation in the last two decades, and
is a result of a successful parmership with the Federal Government to provide the necessary infrastructure
and zesources to allow that growth.

Part of those resources are Customs services. Customs is a lot older than DFW; about ten times
older. For ninety percent of Customs’ existence, DFW was a prairie.

Taking a historical perspective, it is easy to see how the Customs Service looked primarily to
seaports and borders, and not the prairie. But that is history. The next two hundred years are not going
to be like the last.

International cargo movement used to be bimodal, it either went over the ocean by ship or over

a land border by truck or rail. Now it is intermodal. We recognized this 1ast year when we passed the
Customs Modernization Act. The Members of Congress from North Texas were very supportive of the
Customs Modemnization Act. Part of our enthusiastic support was due to the Modemization Act’s.
pp ity to make Cu a location-neutral agency, giving businesses in all parts of the country, not
just those located at seaports or border crossings, the ability to do business with Customs on an even
basis. This was very important to the businesses located in Dallas/Fort Worth, who over the years have
had to deal with a Customs Service that dealt primarily with seaports and border crossings. The
Modernization Act gave us the opportunity to level the playing field. Representatives of the DFW
International Airport worked with both Customs and the Joint Industry Group to help come up with
appropriate statutory language to ensure this could happen. Location neutrality was the single most
important objective of the Customs Modernization Act to me and the other Members from North Texas.

The Customs Reorganization proposal can create yet another important step towards a location-
neutral Customs Service. That will not be accomplished, and in fact will be tremendously hindered, by
putting all Customs Management Center personnel in locations that are primarily devoted to seaports or
borders. The Reorganization proposal lacks the devotion of management 'and resources to inland

locations, and that the deficiency can be best rmﬂedbyp\maCunomMmlgunemCanerm
Dallas/Fort Worth.

This is not the first time a Customs proposal has overlooked Dallas/Fort Worth. A short look
at history might be very instructive. Soon after the opening of DFW Alrport in 1973, it became readily
apparent to the business community in North Texas that the amount of international trade conducted in
the Dallas/Fort Worth area would dramatically incresse. At that point in time, Dallas/Fort Worth was
a port of entry falling under the jurisdiction of the Houston Custonw District. The business community
and local Jeaders in the Dallas/Fort Worth area went to work to explain to Customs why DFW should
become a separate District. Customs management did not seem to take an inland location seriously, and
it took the intervention of the Dallas/Fort Worth area Congressional delegation in 1979 to
Customs that Dallas/Fort Worth merited being a separate Customs District.

Over the next several years, as we expected, international trade and Customs activities grew at
a rapid pace in Dallas/Fort Worth. There was no doubt that our business community had been correct
in its assessment of the future. More than Customs inspectors were needed at DFW to serve business.
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Customs management was needed at DFW to deal with corporate management involved in international
trade. With the right mix of Customs services available though a District office, business was properly
served and able to grow. Nevertheless, when Customs headquarters took a look at consolidations in
1984, DFW was on the chopping block. Customs proposed that the District Appraisement Center at
DFW be consolidated into the Appraisement Center in Houston, which Customs considered a more “front
line” location. Again our business community and local leaders rnobilized to present to Customs reasons
why the DFW District should retain a full set of Customs services. Again business explained how inland
operations differ from seaport operations. This time, it took the intervention of this Subcommittee and
its counterpart in the Senate to convince Customs to change its plan and retain DFW as a full service
District.

Again, trade flourished in our area. At the District that Customs wished to downsize, collections
grew by 45% between 1988 and 1992. In fact, DFW is one of only 11 Districts in the nation to
experience an increase in collections every year during that period of time. Incidentally, the number of
passengers expecied to clear Customs at DFW Airport in 1995 is 1.5 million, more than double the
passengers that cleared in 1985, the year for which Customs proposed that services be reduced.

Dallas/Fort Worth business again came back to Congress in 1985 and 1986 to deal with Customs®
proposals on its Automated Commercial System and personnel allocation. In both cases, the issues
involved proposals that would have increased the burden on inland importers. Again, €ongress agreed
with the assessment of business on those issues and told Customs to change its plans.

Customs seems to periodically forget that a significant amount of international trade is conducted
in Dallas/Fort Worth. Customs thinks more about the other major trading in Texas; H
Laredo, and El Paso. We looked at the trade statistics and note that the DFW District processed more
entries than the Houston District in the past year (Houston’s collections are higher because of the duties
collected on oil imports), had higher collections than the El Paso District, and had a greater rate of
growth over the past five years than did the Laredo District. More importantly, all of these statistics
were compiled under the "old” Pre-Customs Modernization Act system. The old system made it more
convenient for many importers to do business with Customs at ports where merchandise arrived, rather
than at ports to which merchandise is destined. The Modemization Act is going to substantially change
this practice. With a location neutral Customs Service, companies should be able to do business with
Customs from the locations all over the country that best suit the business needs of the customer. 1
suspect that the amount of business done at DFW, the nation’s seventh largest metropolitan area with the
third largest concentration of corporate headquarters will be very significant and continue to grow. It
is a mystery to me how any plan to reorganize the Customs Service could fail to take this into account.

Dallas/Fort Worth is going to be an integral part of the international trading system of the United
States going into the next century. DFW is certainly one of the most, if not the most NAFTA impacted
metropolitan areas. The potential growth of NAFTA to include countries throughout the Americas will
only increase the impact. We suspect Customs knows this, having recently. selected DFW as the site of
the National NAFTA Helpdesk and as its proposed site for the Customs Strategic Trade Center focused
on Mexican and Latin American Trade. The message apparently did not get through to the people who
drew the map for the Customs Reorganization.

Once again, North Texas business is asking Congress for assistance in dealing with Customs.
Business knows the importance of having Customs management in Dallas/Fort Worth focused on inland
issues. Along with my testimony I am submitting a statement of the business community in North Texas,
signed by companies like Texas Instruments, Bell Helicopter, Pier 1 and JC Pengey, which explains why
it is good for business to place a Customs Management Center at the nation’s largest inland trading
center, Dallas/Fort Worth.

Much of the focus from the business community on this problem has been viewed in terms of
commercial operations. But adequate enforcement activities by Customs also requires a significant focus
on intand activities. The significant enforcement activities performed by the Customs’ special agents are
no longer centered on border or seaport inspections. Both common sense and my personal discussions
with enforcement officials confirm that it is important that the agents be where the action is, whether it
be at the borders or at inland ports. The nation’s second busiest airport cannot avoid illicit activity. With
top enforcement officials here, we have been able to effectively combat the problems. Just last year,
investigations led to several large seizures of heroin and cocaine in Dallas, including one of over 4,000
pounds, and the discovery of over 20,000 pounds of cartel transhipments through DFW Airport on to Los
Angeles. These are staggering. Nearly 13,000 pounds of ephedrine, a precursor for methamphetamine,
was seized at DFW Airport. DEA tells me that this is over 20 times the amount of legally imported
ephedrine by all U.S. pharmaceutical firms. We need top line Customs management enforcement
decisions made in Dallas/Fort Worth, with the necessary resources to implement them. Without an inland
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Customs Management Center and Special Agent in Charge office focusing on inland enforcement issucs,
Customs enforcement efforts will suffer.

Customs Modernization and Reorganization is long overdue. The Customs Modernization Act
was passed because of a joint effort among Congress, Customs, and industry. As a result of the joint
eﬁon,wecul;elq)wiﬂlmmuanpieeeoflewldonhuuhn. Customs again needs to listen to
the needs of industry and modify the Reorganization proposal to include 8 Management Center in
Dallas/Fort Worth.

1 am not alone in this belief. Attached to my written statement you will find a letter to
Commissioner Weise signed by me and 10 other Members of Congress echoing these thoughts.

4
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Congress of the Enited States
Bouse of Representatives
#Washington, BE 20515

December 15, 1994

Mr. George Weise
Commissioner of Customs

1301 Consutunon Avenue, N.W.
Room 3136

Washington, DC 20229

Dear Commissioner Weise:

We are writing in regard to the Customs Reorganization proposal. In réviewing this
proposal with members of the business community in North Texas, we are concerned with -
the manner in which you have divided the country to establish regional customs management
centers.

Overall, we are pleased with the direction you are lcading the Customs Service, and
youuetobecommmdedfortheworkyouandyotumﬁ'lnvepmmtomabthecmms
Service operate more efficiently.

A true benefit that can be realized from a combination of the Reorganization effort
and the procedures we authorized last year in enacting the Customs Modemization Act is
making Customs a location-neutral agency. This is an objective that has particular
importance to our area. The historical sea-coast/border orientation of customs has burdened
companies in North Texas in comparison to their counterparts in scaport/border locations.
Our support for the Modernization Act was-in large part based on achieving ﬂ'ns location-
neutral objective.

We are quite concemed that the way the country is divided in the Reorganization
proposal is reflective of the past system bias away from inland locations. Every single
management area contains either a border or a sea-coast. The focus away from inland
issues is directly illustrated in Texas. Business in Dallas/Fort Worth and San Antonio, for
example, have virtually identical issues in dealing with Customs. In recognition of this, San
Antonio was moved from the Laredo Customs District to the Dallas/Fort Worth District a
few years ago. The Reorganization proposal, however, puts Dallas/Fort Worth and San
Antonio into separate management areas, one reporting to Houston and one reporting to
Laredo. Dal]asandSanAmumue, of course, twoofthewnhrgmcmumthecountry,
and are both experiencing similar rapid growth. Separating these cities into two different
management areas, one that will have a primary focus on personnel at a seaport and one
which will have a primary focus on a land border, will not give adequate attention to the
needs of the inland business community.

We think it very important that a separate Customs management area be cstablished
for inland locations that can focus on inland issues. A number. of ports in Texas are obvious
choices to be included in this new management area: Dallas/Fort Worth, Austin, San
Anxonio,ubbock,Amﬁno,uwelludnpominOkhhomn,Mhm,msmd
Nebraska. Dallas/Fort Worth, with one of the highest concentration of corporate
headquarters in the country, and with the largest volume of customs transactions among
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inland cities, is the logical choice for location of the Customs Management Center to
manage these inland locations.

We think it very important that you add to the Reorganization proposal a Customs
Management Tenter in Dallas/Fort Worth which has responsibility for and focuses on inland
ports and inland issues.

Thank you for your consideration, and we look forward to your response.

Sincerely,

Lamar Smith, M.C. Pete Geren, M.C.

—_——_-_
man,

/l/w?/

Dick Armey, M.C.
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Statement of Roger B. Schagrin on Behalf of
the Committee on Pipe and Tube Imports
on U.S. Customs Service Reorganization and
Modernization Efforts

This testimony to the Ways and Means Subcommittee on Trade is being presented on
behalf of the Committee on Pipe and Tube Imports ("CPTI"), a trade association comprised of
twenty-four U.S. producers of steel pipe and tube products. A membership list is attached. The
members produce a wide range of products that are essential for the U.S. economy, including:
standard pipe products for plumbing and heating systems, sprinkler and fence applications; oil
country tubular goods for the drilling of oil and gas; line pipe for the transmission of oil and
gas; pressure tubing products for refineries, petro-chemical facilities, and electricity-generating
facilities; mechanical tubing products for the automotive and many other industries; structural
tubing products for farm equipment and construction; and stainless pipe and tube products used
in a variety of applications.

iew of the |

The business activities of the CPTI member companies are very much dependent on a
strong and effective U.S. Customs Service. The activities of the Customs Service impact
members in numerous ways. Many members import raw material products or manufacturing
equipment. The members also export roughly 15% of their production and, therefore, rely on
the export enhancement activities of the Customs Service. Finally, the pipe and tube industry
is one of the most import-sensitive industries in the United States. It has been targeted as a
value-added steel product export by many foreign countries and has suffered import penetration
levels as high as nearly 60% in the mid-1980s and approximately 35% at the present time. The
members of the CPTI have participated in over 75 unfair trade actions since the inception of the
committee in 1984. They rely on the Customs Service to enforce antidumping and
countervailing dumping duty orders and to prevent circumvention of these orders through
fraudulent means. Finally, the members of the committee seek support from the Customs
Service to enforce the marking requirements on pipe and tube products initially adopted by
Congress in 1984, and most recently amended in the NAFTA Implementation Act in 1993.

- Enfi n

To begin our statement, the committee would like to state strongly for the record, its
admiration of the Customs Service transformation into a very customer-service oriented agency
of the U.S. government. Commissioner Weise and the entire staff of the Customs Service
should be applauded for their own re-invention of government that has occurred within the
Customs Service in the past several years. A fine example of this excellent service to U.S.
industry is the action taken by the Customs Service regarding the enforcement of antidumping
orders on standard pipe.

In November, 1992, the U.S. industry producing standard pipe products obtained
antidumping duty orders against imports from five countries, Brazil, Korea, Mexico, Taiwan and
Venezuela. Shortly after these orders went into ‘effect, the domestic industry learned that
producers in some of these countries were circumventing the orders by entering products as oil
and gas line pipe for uses as standard pipe. The industry also learned that some of the products
being entered did not even meet the technical specification requirements of the American
Petroleum Institute (API). The industry alerted the Customs Service to this issue and almost
immediately, the Customs Service organized visits for members of the industry and their counsel
to the major entry ports in the United States to educate steel import specialists, and Customs
agents on the technical matters at issue. Customs then initiated technical inspections of the
circumventing merchandise and determined that thousands of tons of products were being
misclassified and were subject to the antidumping duties. The industry also filed petitions with
the Commerce Department to rectify the circumvention of the orders and while preliminary
action has been taken, final action is still pending. The swift and effective actions undertaken
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by the Customs Service not only resulted in obtaining the relief that was supposed to be afforded
to the domestic industry from unfair trade practices, but resulted in the addition of millions of
dollars in rightfully collected antidumping duties to the U.S. Treasury. The industry has also
found the Customs Service to be very responsive to investigating information supplied by the
industry as to the fraudulent valuation, classification, or marking of imported pipe and tube
products.

ms - Collecti f Duti

The Customs Service also plays an important role in both the collection of antidumping
and countervailing duty deposits and in the final liquidation of entries subject to unfair trade
orders. In this regard, prior to oversight investigations by the Senate Government Operations
Committee held in the early 1990s, Customs had significant deficiencies. The Customs Service
has since moved aggressively to remedy these deficiencies. They have put into place a new
module to track deposits by individual orders. This information is then made available to both
Congress and the private sector on an annual basis. However, there continues to be deficiencies
in Customs ability to inform Congress and the private sector on the liquidations of duties by
orders. Liquidation, which cannot occur until after the Commerce Department has completed
administrative reviews and the courts have completed court appeals, can sometimes occur as long
as five to ten years after the entries of products. It is probably difficult for the Customs Service
to keep track of the paper work and ensure the proper collection or refund of duties including
interest due or accrued after such a lengthy time period. Importers, and particularly those with
no more overhead than a briefcase, may be particularly difficult to track down if millions of
dollars of additional duties and interest are owed to the Treasury.

There is certainly room for significant improvement in the coordinations between the
Customs Service and the Commerce Department in terms of the efficient and timely issuance of
liquidation instructions and enforcement of liquidation notices. The new provisions of the
Uruguay Round Agreements Act will solve a portion of these difficulties, but will not solve all
of them. Past problems in this area have almost certainly cost the U.S. Treasury millions of
dollars in lost revenues. This system should be reformed and the Customs Service should, in
the future, be able to provide the Congress and private sector with information on annual
liquidations of imports by order.

Customs - Marking Requirgments

Another area of great concern to the domestic pipe and tube industry and one in which
the industry has been working with the Customs Service over the years is in the area of the
marking requirements on imported pipe and tube products. As background, until passage of the
Omnibus Trade Act of 1984, iron or steel pipe and tube products were exempt from the normal
country of origin marking requirements of the Customs Law. The 1984 Act amended the law
to require that such products be marked legibly and conspicuously by one of four methods: die
stamped; cast-in-mold lettering; etched; or engraved. It was the industry’s experience that these
markings were usually applied to the end of the imported pipe product and that they are usually
not very legible. With most pipe products, the first thing that is done to a pipe after a
distributor or a service center receives it from either an importer or a domestic producer is to
bevel the ends, thread the product in some manner, cut the product into smaller pieces, or
perform other finishing processes before shipping it to the ultimate end user. The result of these
actions is almost invariably to remove the country of origin marking prior to the product arriving
to the end user.

In order to remedy this problem, Congress amended Section 304 in the NAFTA
Implementation Act of 1993 and the Senate Finance Committee added in its report "the
Committee believes that, with respect to iron or steel pipes and tubes, continuous paint
stencilling will best accomplish the requirements of Section 304 of the Tariff Act of 1930 that
goods be marked as legibly, indelibly and permanently as the article permits. The Committee
believes that this requirement is fully consistent with NAFTA Annex 311. The Committee notes
that continuous paint stencilling of technical information on the outside of the pipe is generally
required by the ASTM and the API specifications that govern the production of the majority of
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these products. 1t is the Committee’s belief that the additional continuous paint stencilling of
the country of origin will not burden foreign producers and will contribute to the ability of the
ultimate purchaser to know the origin of the product purchased."”

The members of the CPTI unanimously support and agree with the Senate Report
language and believe that it is in the best interest of American consumers to know the origin of
the pipe products which are being used. Therefore, the Customs Service should require
continuous paint stencilling of the country of origin whenever the products are produced to
ASTM or API specifications that require continuous paint stencilling of technical information.

Conclusion

As the above comments illustrate, the domestic pipe and tube industry, like many U.S.
industries, is dependent in many ways on the U.S. Customs Service’s ability to efficiently and
vigorously enforce its mandates under U.S. Customs laws. Fulfilling these mandates and the
other mandates that the Customs Service has in both the commercial area and drug and addiction
and immigration areas, requires that the Customs Service best utilize its personnel. It is for this
reason that we wholeheartedly support the Customs Service modernization and reorganization
program because we believe that Commissioner Weise and the Customs Service are in the best
position to determine how best to allocate resources to accomplish the Custom Service's goals.
Personnel being under-utilized in certain locations must be shifted to other locations in which
their services and expertise can be better utilized. The Customs Service has proven to the
private industry it serves, and hopefully to the Congress, that it can reinvent itself and provide
a model for other less service-oriented agencies of the government to improve their efficiencies.

The Congress should approve the Customs Service reorganization so that the Customs
Service can continue and improve this effort. On behalf of the Committee, I would be happy
to address any questions or requests for additional information that the Committee on Ways and
Means Subcommittee on Trade, its members or its staff would have concerning this testimony.
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List of CPTI Members

Allied Tube & Conduit Corporation
Alpha/Beta Tube Corporation
American Tube and Pipe Company, Inc.
Bellville Tube Corporation
Bitrek Corporation
Capitol Manufacturing Co.
Century Tube Corporation
Chicago Roll Company
Hannibal Industries, Inc.
IPSCO Tubulars Inc.
Laclede Steet Company
LTV Tubular Products Company
Lone Star Steel Company

Maruichi American Corporation
Maverick Tube Corporation
Pittsburgh Tube Company
Quanex Tube Group
Roll-Kraft, Inc.

Sawhill Tubular Division (Armco Inc.)
Searing Industries
Sharon Tube Company
Vest Inc.

Western Tube & Conduit

Wheatland Tube Co.



253

STATEMENT OF THE CITIES OF DALLAS AND FORT WORTH,
THE DALLAS/FORT WORTH INTERNATIONAL AJRPORT BOARD,
THE NORTH TEXAS COMMISSION,

THE GREATER DALLAS CHAMBER OF COMMERCE,

AND
THE FORT WORTH CHAMBER OF COMMERCE

REQUEST FOR MODIFICATION OF THE
CUSTOMS SERVICE REORGANIZATION PROPOSAL

BEFORE THE SUBCOMMITTEE ON TRADE
COMMITTEE ON WAYS AND MEANS

MONDAY, JANUARY 30, 1995

The business community in North Texas has been following the progress of the
Customs Reorganization proposal since early last year. The business community formally
organized into a task force established by the North Texas Commission, the Greater Dallas
Chamber of Commerce and the Fort Worth Chamber of Commerce, which together
represent over 11,000 businesses in the Dallas/Fort Worth area. The task force includes
representatives from Bell Helicopter Textron, Hitachi Semiconductor, J. C. Penney, Pier 1
Imports, Texas Instruments and Dallas/Fort International Airport. This statement reflects
the views of the task force and is submitted on behalf of the business community throughout
North Texas.

We strongly believe the Customs Reorganization proposal should be modified to
include a Customs Management Center in Dallas/Fort Worth which is focused on the

cial prc ing and enfor t issues important to inland ports. Each of our

companies has substantial import operations at a variety of locations, including seaports,
border locations, and inland locations. We are keenly aware of the differences in operations

at each of these three types of locations.

U.S. Customs has historically had a bias towards seaport and border locations. Some
of that bias reflects historical Customs operations, and some of it reflects a statutory scheme
that was developed before the significant growth of air freight and inland trade. The result
to our businesses has been a greater burden on doing business inland than at a seacoast or
border. When Congress passed the Customs Modernization Act last year, it removed the
statutory impediments to a location neutral Customs Services. To achieve the location
neutral result sought by Congress, a Customs Reorganization must also provide for inland

locations.
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A review of the map of the proposed C Manag Areas, b , shows

a clear focus on seaport and border locations, and a complete absence of focus on inland

locations. Every single Management Area contains either a significant sea or border port.

A clear example of Customs' lack of attention to inland locations is the Reorganization

Proposal’s placement of Dallas/Fort Worth in the Houston Management Area, and San
Antonio in the Laredo Management Area. Both Dallas/Fort Worth and San Antonio are
inland locations, currently located in the same Customs District, each with very similar
issues affecting importers and Customs; yet Customs has proposed to divide them, putting
one under the management of a seaport location and the other under the management of
a border location.

‘While each of our ies does busi with C at a variety of locations,

o

the pany p | responsible for C policies and proced are } d at

corporate offices in Dallas/Fort Worth. It is these corporate headquarters personnel,
located in Dallas/Fort Worth, who are the "cust " for C services beyond the port

level processing of goods and passengers. Customs tells us that services will not be cut at
the port of Dallas/Fort Wosth. C also admits that it t ibly perform all

| 4

Customs functions at all ports; for example, it will be infeasible for dispute resolution,
complex classification and valuation issues, compliance issues, audits, and bindings rulings
to be handled at 300 ports. We need to be assured that a full compliment of services will
be available in Dallas/Fort Worth for our companies and the others with headquarters or
substantial operations in the area - Dallas/Fort Worth has the third highest concentration
of Fortune 500 headquarters in the country, and is one of the most significant business
centers in the United States.

Under the current Customs proposal, resource allocation for Dallas/Fort Worth, an
inland port, will be determined by a Management Center in Houston, a seaport. Despite
being the nation’s largest inland trading center, we have no assurance that the reorganized
Customs Management, at any level, will focus on issues important to us and ensure that
personnel and services will remain at the level we deserve. In fact, all personnel decisions
throughout the country will be made at locations that are focused on seaport or border
operations if the Customs proposal is adopted.

Finally, throughout our di ions with C G has been insi that
the i ber of Manag Centers must be twenty. We do not understand the

basis for this statement, and have not been provided a clear explanation. Customs tells us
that Management Centers will have few personnel, less than twenty in most locations. In
a plan that suggests the movement of hundreds of Customs employees, we fail to see how
the reallocation of less than twenty people to a low cost area like Dallas/Fort Worth could

create a cost issue. We know from our own business experience that locating management
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in Dallas/Fort Worth is extraordinarily convenient and cost effective. Customs can certainly
benefit from the convenience of overseeing operations in multiple cities from the world’s
second busiest airport, and we suspect would also benefit by the convenience of dealing with
the large number of federal agencies which have regional headquarters in Dallas/Fort
Worth, including the Depar of Agriculture and Commerce, FAA, DEA, EPA, GSA,
and OPM. In fact, we think that the increased efficiency of dealing with the businesses in

Dallas/Fort Worth alone would prove cost effective.

We applaud Commissioner Weise and Customs Service for taking the initiative to
change its own structure. For the change to be effective, however, it must incorporate our

concerns. A Customs Management Center should be located at Dallas/Fort Worth.
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EASSOCIATION Founded 1919
SovIHEIN CALIFORITA

STATEMENT OF THE FOREIGN TRADE ASSOCIATION
ON U.S. CUSTOMS sg;vmgg:sgﬁ'f%?wm MODERNIZATION

This statement 1s submitted on behalf of the Foreign
Trade Association of Southern California (FTA), a non-profit
organization with over 400 members representing a cross
sectfon of the international trade community in Southern
California.

The Foreign Trade Association of Southern California is
the oldest and most widely recognized organization in
California serving the international trade community. Its
membership includes importers, exporters, manufacturers, trade
consultants, export managers, international  bankers,
attorneys, customs brokers and freight forwarders whc are
leaders in the international business community {n Southern
Californta.

The FTA approves the efforts of the Customs Service to
make the agency more responsive to the needs of the importing
community and to modernize the agency by increasing the use of
automation and electronic processing of imports.

Ve are especially pleased with the efforts of
Commissioner Weise in meeting with the trade community and
1istening to their views and tirelessly working to develop a
genuine partnership with the trade community. His frequent
trips to the West Coast, to meet with our trade community, are

also greatly appreciated.
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The membership of the FTA is very concerned, however, with how the Customs
Management Centers will function. Although we understand that the Centers are
to have administrative and nanagemenf responsibilities, they will also be
responsible for ensuring uniformity at the ports under their jurisdiction.

We strongly believe that the Management Centers will not be able to achieve
uniformity among the ports unless the importing public, i.e., importers, customs
brokers and their attorneys, have access to personnel at the Management Centers.
We belfave it is essential that the importers and their representat{ves have an
opportunity to present their side of the matters in issue, along with information
which may not be available to Management Center personnel. Such access by the
importing public would not only be equitable, but would greatly reduce the volume
of appeals which will inevitably arise {f Management Center personnel make
decisions based upon information supplied only by the Customs personnel at the
ports.

The FTA also urges that in allocating Customs manpower, the Southern
California area be given 1ts fair share of personnel, and that staffing be at a
Tevel enjoyed at other comparable ports, such as New York. It {s important for
importers and their agents to have access to adequate personnel at the ports, so
as to fairly and expeditiously resolve day-to-day {ssues, without the need to
send them to Customs Management Centers or Customs Headquarters for disposfition.
Without the proper allocation of personnel resources, trade activity through San
Diego and Los Angeles could move to other regions or even to Mexico and Canada,
hurting the U.S. Economy.

We believe the District system has been very efficient, and has served the
public well, and suggest that changes in titles of officers performing the
service functions for the smaller ports, similar to the functions now performed
by the Districts, would require wide spread amendment of many statutes which

utilize the present terminology of Districts and District Directors, known to
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those engaged in {nternational trade throughout the world.
Ve hope_ that the Customs Service will ensure that whatever Customs
Regulations or Law give authority to act at the District level that Customs will

identify the new level where such authority will now reside.

Your courtesy in including our statement in the printed record of the
hearings held {in Washington, D. C. on January 30, 1995, on the Customs
Reorganization and Modernization, will be greatly appreciated.

FOREIGN TRADE ASSOCIATION
OF SOUTHERN CALIFORNIA

T

Fermin Cuza, President
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THE SUBCOMMITTEE ON TRADE
COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES

Statement for the Record

of the
INTERNATIONAL AIR TRANSPORT ASSOCIATION
"US. C Service R . { Modernization Efforts"

IATA members are responsible for the majority of the international air commerce,
both passenger and freight, carried into and out of the United States and attach great
importance to the U.S. market and to the success of the Customs Service's reorganization
and implementation of the Modernization Act.

The Customs Service is over 200 years old and has long labored under regulations
which go back to the days of the clipper ships. Customs laws and regulations should be
modernized so that the Service can perform a useful function in this era of jet aircraft,
automation and high-speed electronic information exchanges. The enactment of the
Customs Modernization Act has provided Customs with the legal authority to automate
and modernize its commercial processing procedures and also provides for
improvements in Customs enforcement. The airline industry supported adoption of the
Modernization Act.

By its very nature, international air transport requires expedited clearance to
facilitate its mission of speed in transport. The Customs Service has, over the last few
years, embraced a progressive attitude, recognizing that the status quo was not
acceptable and has looked to automation to speed the clearance of persons and freight.
Air carriers have and continue to be supporters of U.S. Customs automation programs,
for example, many of our member airlines participated in the planning and development
of the Automated Manifest System(AMS).

Thus the airline industry supports the improvements adopted by the Customs
Service notably: reduction of paperwork, faster clearance, use of electronic manifests and
releases, plans for paperless inbond transactions, etc. Also, Customs' commitment to
consultation with the public in general, and with the transportation industry in particular,
through vehicles like the Automated Commercial Environment (ACE) Development
Team's Trade Support Network (TSN) should-be highly commended.

If Customs is to continue to make progress, it will be necessary to streamline its
internal organization. |If the process of clearing persons and merchandise is to be
accelerated, it is logical that the Service itself should provide for a more functional line
of command.

As in any business it is regularly necessary to review the entire operation to
realize optimum productivity; we believe that it is with these goals in mind that
Commissioner Weise is restructuring the Customs organization and operation.

We can only heartily support such an approach, with one caveat, that the
introduction cf these changes and the implementation of the Modermization Act do not
lead to ne fini-acial burdens on carriers or consumers, either directly through additional
tees, or indirectly, by additional costs tor compliance with new procedural requirements.

Respectfully submitted,

A% 0 Z-ym/
David M. O'Connor .
Regional Director, U.S.
INTERNATIONAL AIR TRANSPORT ASSOCIATION
February 9, 1995
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NATIONAL ASSOCIATION
OF FOREIGN-TRADE ZONES

February 13, 1995

Honorable Phillip M. Crane

Chairman

Subcommittee on Trade

Committee on Ways and Means

U.S. House of Representatives

1102 Longworth House Office Building
Washington, D.C. 20515

RE: U.S. Customs Service Reorganization and Modernization
Efforts

Dear Chairman Crane:

on behalf of the National Association of Foreign-Trade Zones
I would like to submit the following written statement for the
printed record of the January 30, 1995 hearing on the U.S. Customs
Service reorganization and modernization efforts. The National
Association of Foreign-Trade Zones is a non-profit organization
composed of public and private entities, individuals, and
corporations involved in the U.S. Foreign-Trade Zones program.

ns e

The participants in the foreign-trade zone industry are
pleased to have been among the first members of the trade community
to reap the benefits of the Customs Modernization Act. The passage
of this Act has provided Customs the ability to implement a long
awaited weekly entry filing procedure for foreign-trade =zone
distribution operations. The procedure has expedited the shipment
of merchandise of documentation and reduced paperwork burdens for
Customs and industry.

Currently, this procedure is being utilized by five companies
in the form of a pilot program. The pilot has been remarkably
successful to date and is expected to be expanded to include all
zone users in the near future. The NAFTZ has been actively
pursuing Customs approval of this procedure for five years and is
extremely pleased with the progress to date toward full
implementation of the weekly entry policy for all =zones and
subzones. This pilot is an excellent first step toward improving
the facilitation of international trade and demonstrates that
periodic and paperless procedures can effectively accomplish the
goals of both government and industry.
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The U.S. Customs Service is embarking on a comprehensive
strategy which has received widespread support on a theoretical
level from the importing and exporting community at large. While
the trade industry has supported the concept of Customs
reorganization, the practical implications of the proposed changes
merit careful consideration. .

While the Association supports the abolition of the Regional
and District levels of Customs management in order to streamline
government, we are concerned because the Regions and Districts are
currently the primary source of expertise in the zone area. The
North Central Region in particular has been the source of many
innovative programs to reduce complexity and the paperwork burden.
The Foreign-Trade Zones Board Regulations specifically designate
the District Director of Customs as the Board’s local
representative. We want to be certain that the North Central
Region’s innovative procedures are retained. Furthermore, there
must be accessible knowledgeable Customs personnel to assume the
District Director’s role.

The menmbers of the National Association of Foreign-Trade Zones
have expressed a long standing interest in the level of training
provided to Customs officials. The Foreign-Trade Zones program is
one of many specialized trade programs under the oversight of the
U.S. Customs Service which requires detailed knowledge by Customs
personnel in order to effectively carry out enforcement operations
without impeding the ever important facilitation of international
trade. With a higher concentration of authority at the Port level,
it will be more important than ever that these officials are
provided with detailed and ongoing training resources. When
matters do arise which require Customs involvement from the CMC or
Headquarters, there must be clear lines of authority established to
ensure standardization and preclude gaps which leave the trade
industry without a timely source of assistance.

We appreciate the open process by which the Customs
modernization and reorganization efforts have been carried out to
date. The continuation of a partnership approach to achieving
Customs goals can address and alleviate many of the trade
industries reservations about an otherwise commendable endeavor by
the U.S. Customs Service. The National Association of PForeign-
Trade Zones appreciates the opportunity to comment on the U.S.
Customs Service reorganization and modernization and looks forward
to the continued cooperation between government and industry which
has been fostered through these efforts.

Respectfully submitted,

Gr es
President
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STATEMENT OF C. DENNIS WRIGHT
VICE PRESIDENT, OPERATIONS
NATIONAL BUSINESS AMIRCRAFT ASSOCIATION, INC.

This testimony has been prepared on behalf of more than 3,500 National Business Air-
craft Association (NBAA) Member companies which own and operate general aviation air-
craft to aid in the conduct of their business, or are in some way involved with business
aviation.

An increasing number of NBAA Member companies are traveling outside the U.S;
more than 50,000 international flights are made by business aircraft operators each year. More
than 36 percent of Member aircraft are used for international flights. This number is steadily
increasing and it is anticipated that in the near future more than 50 percent of our Member
fleet (5,000+ aircraft) will be involved in international travel.

NBAA welcomes the major reorganization plan announced by the U.S. Customs Serv-
ice. We are encouraged by the Subcommittee's acknowledgment that the private sector has a
large stake in the reorganization plans. It is our hope that this reorganization is undertaken in
a dynamic fashion to make the administrative swamp less dangerous. It is imperative though
that the changes reflect the concerns of the entire community that Customs serves. It also 1s
paramount that the new regulations do away with the patchwork that now exists. Why is it,
for instance, that a pleasure yacht can clear customs merely by making a phone call while an
aircraft transporting a Fortune 500 CEO may be detained for hours? Why is it that aircraft
operators will choose a more treacherous route rather than deal with certain U.S. Customs in-
spection facilities?

Here is an excerpt from a letter one of our Member Companies sent us regarding this
problem: “Two weeks ago I flew to Alaska and decided to take the more hazardous route, Se-
attle to Ketchikan, instead of going through Canada. A trip via Canada meant facing U.S. Cus-
toms on both ends. On my last trip to Puerto Rico I did the same thing, Miami to San juan,
with no stops, to avoid Customs. Everyone I've talked to with Customs experience agrees that
U.S. Customs is the worst. In our travels around the world, the comparison between other
countries and ours is always the same.”

It also is not uncommon for Customs to overstep their appointed jurisdiction. Cus-
toms has been known to order aircraft inspections without the authority to do so. They also
have performed inspections that involved removal of aircraft access panels, contrary to Federal
Aviation Administration (FAA) Federal Aviation Regulations (FARs)! If Customs removes
hardware from an aircraft, FAR Part 43 dictates that the aircrew must have a certified me-
chanic replace it at the operators cost, even if it includes only a few screws to replace a panel.

In another instance, a Member Company aircraft was inbound to Texas from Central
Mexico. As with most Companies conducting international operations, its flight department
has had long and bitter experience with the U.S. Customs Service. In filing the international
flight plan, the flight crew placed "Advise Customs" (ADCUS) in the remarks section as is
standard procedure. The crew also sent a message to Customs via their handling agent to pro-
vide notification of their arrival. As a last resort, the crew even asked another U.S. flightcrew
enroute to the same destination to advise Customs of their arrival. It did not help. When the
crew asked the air traffic controller if he would call Customs to see if they were expected, the
reply was, “Customs said to tell you that you cannot land.” It took some doing but the pilot
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was able to remind the controller that he had no authority to deny landing. Upon landing,
Customs miraculously was able to find documentation of the advance notification.

As you can imagine this type of regulatory action would foster an adversarial relation-
ship with even the most diplomatic of people. U.S. Customs should realize that business air-
craft operators are not a problem when it comes to enforcement. Companies that operate
business aircraft abroad, do so to make the most judicious use of their personnel and are no
more suspect than the typical executive flying on a commercial airline.

It is true that some aircraft have posed problems when it comes to drug smuggling, but
their profile is vastly different from that of the typical corporate flight. Customs places too
little importance on the appropriate identification and clearance of legitimate corporate opera-
tors. What's more, the individual assigned to oversee this program has little or no knowledge
of aviation before assignment, and rarely stays long enough to develop the requisite under-
standing; some for as little as eight weeks. This revolving door of program officers “learning
the ropes” and then leaving the responsible office or being :eassigned is not cost effective and
one we hope to see stopped. Aside from not being cost effective, this also has a negative effect
on the organizational culture of the Agency. It is difficult, at best, for the individual in the
field, who delivers the services every day, to function efficiently without consistent direction
from agency headquarters. In the end, you have historically had a national welcoming com-
mittee with a police mentality that becomes reactionary when changes are suggested. This is
counterproductive for the Country and its commerce and requires the full attention of the
U.S. Customs Service.

We have included a copy of a letter sent to Commissioner George Weise of the U.S.
" Customs Service that will be helpful to highlight some of these issues.
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November 8, 1994

Mr. George Weise
Commissioner

US Customs Service

1301 Constitution Avenue NW
Room 3136

Washington. DC 20229

Dear Commissioner Weise:

The Aircraft Owners and Pilots Association ( AOPA) representing over 330,000 individual pilots
and aircraft owners throughout the United States. and the National Business Aircratt Association
(NBAA) representing 3,400 member companies are concerned with the current inspection
programs of the US Customs Service.

For more than two years, our associations have been formaily advocating changes to procedures
currently used by US Customs Service in dealing with general aviation aircraft. Our
recommendations, which have been submitted in detail to your staff, deal specificaily with changes
to the Advise Customs (ADCUS) notification process, enforcement of Federal Aviation
Administration (FAA) regulations, better definition of arrival notification windows, and
implementation of a selective inspection process.

In our discussions with USCS staff of the Office of Inspection and Control. we believe thereis a
clear understanding and agreement that a number of changes need to be implemented by Customs.
Additionally, we have been informed that there is consensus on our ideas among Customs field
offices along the northern borders. And, we have recently leamed that in early 1995, Canada will
make a number of changes in their procedures very similar to what we have suggested to US
Customs Services staff.

In brief, our proposals are:

1. Implementation of an intenational 800 service by USCS with which to receive required
ADCUS notices. These lines would feed directiy into one of the USCS flight operations
centers which are staffed 24 hours per day. Telephone notification directly to a USCS entry
airport is often difficult from foreign nations. Many times, a pilot calling to notify the local
agent receives a telephone answering machine and must “hope” that the agent checks his
messages prior to the pilots arrival.
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2. Selective Inspection program. By USCS own data. the majority of enforcement action
taken by Customs is in the form of “technical violations.” It is the honest pilot who notifies
Customs of his arrival. We believe it is appropriate to implement a selective inspection
program similar to that of water operated craft. Such a program could enabie Customs agents
to concentrate their limited resources on areas which have proved to be problematic. For
example, the benefit we see is that aircraft operators could place a telephone call to the USCS
800 ADCUS number, and at that same time, after supplying any information necessary for
“pre-clearance”, be notified of whether or not they could fly directly on to their finai location;
knowing that USCS wouid reserve the right to meet the aircraft at its final destination. The
resource savings to USCS could be significant.

3. Refer alleged violations of Federal Aviation Administration regulations directly to FAA for
action. Currently, USCS will cite an aircraft operator for such items as failure to produce a
valid medical. Following Custom’s violation. the FAA takes its own actions. Clearly, thisis a
duplication of efforts and wasteful of Customs limited resources.

4. The “US Customs Guide for Private Flyers” is used by the industry to provide guidance to
aircraft operators as appropriate ways to clear customs. It has been an invaluable document
for both AOPA and NBAA who have provided it to their memberships. However, it was last
published in December 1991 and is now badly outdated.

While there has been internal support for our suggestions, we do not believe that our suggestions
have received the attention and review of senior level decision makers. Further, lack of continuity
in staffing of the responsible offices has undermined such efforts, It is our firm belief that
impiementation of our suggestions will not have a detrimental effect on the mission of USCS, a
mission which in general we support. Indeed. they may very well increase effectiveness in other
areas of the service.

In order to bring our proposais to fruition, we will be contacting your office in the near future to
schedule a meeting with you so that we may determine the status of our proposals for reform in

dealing with General Aviation aircraft operators; both corporate and private. We believe this to

be in keeping with your stated “... plan to transform the culture of the Customs Service.”

Your attention to these issues and our proposals will be most appreciated.

Sincerely, i

\
Phil Boyer John W. Olcott
President President

Aircraft Owners and Pilots Association National Business Aircraft Association
bd
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ROSS & ASSOCIATES
ATTORNEYS AT LAW

Susan Kohn Ross New York,
New York

February 10, 1995

Congressman Philip M. Crane

Chairman, Subcommittee on Trade Via Federal Express
Committee on Ways and Means

Room 1102 Longworth House Office Building

washington, D.C. 20515

Re: Customs Reorganization and Mod Act

Dear Congressman Crane:

These comments are submitted on behalf of Ross & Associates, a law firm
which practices exclusively in the area of Customs, international trade
and transportation law. Our firm represents a wide spectrum of clients
from the very small one person operations to the very large Fortune 500
companies. As such, we have a unique view of the operations of
Customs. We, therefore, take the liberty of submitting the following
remarks for inclusion in the record of your hearing regarding "U.S.
Customs Service Reorganization and Modernization Efforts.”

Reorganization:

We are concerned about a number of factors as Customs changes its
organizational structure. Customs has announced Customs Management
Centers (CMCs) and made clear that these are to serve the agency
internally. We would urge that access to the CMCs be available to the
trade in general in order to insure uniformity of action by the agency
in its various geographic areas.

We understand that as an overall approach Customs is seeking to expand
lines of authority to the port level. However, in doing so, we are
concerned that there be greater emphasis given to training. We
recognize that Customs enforces the laws of a variety of agencies,
However, it is often in the area of enforcing it own and -other agency
laws that Customs line personnel lack proper technical expertise.

We are also concerned in the ruling context. We often see a ruling
issued by Customs Headquarters which the field refuses to follow. The
field's explanation is that it does not believe that the facts an
importer is putting forth are accurate so as to disqualify a second
importer from benefitting from a ruling issue to the first importer.

We are also concerned that Customs develop a way to reward its
employees for trade facilitation. In an earlier era, much was made of
the point system wherein a Customs person, in part, obtained in grade
promotions and salary increases from generating enforcement cases.
while official use of the point system has been eliminated, it is still
an informal measure of performance. We believe that the agency needs
to develop a means to wmeasure an employee based upon trade
facilitation. With such a measurement, we believe that fewer
questionable actions are likely to arise in the new age of informed
compliance.



268

As Customs seeks to streamline its operations, we are also concerned in
the Fines, Penalties and Forfeitures (FP&F) area. We are aware that
the guestion of where in line authority to place this group is still
under discussion. Our area of concern is that greater emphasis be
placed throughout the country to staff FP&F with personnel who have
legal training. Too often we have seen decisions made on cases which
simply ignore well founded legal authority. We recognize that Customs
is an enforcement agency. However, as it moves into the mode of
informed compliance, a greater understanding of legalities is
necessary.

Finally on the topic of reorganization, we applaud Customs for agreeing
with the proposal of Women in International Trade of Los Angeles that
there be training for Customs personnel at the Glencoe Academy
conducted by private sector representatives. We think a discussion of
issues by the private sector as the training is given will greatly aid
individual Customs empioyees to understand the commercial consequences
of their actions, thereby facilitating trade and compliance.

The Mod Act:

We begin our comments on this topic by acknowledging that Customs has
done an admirable job in seeking to reach out to all elements of the
trade for input on how the new regulations should be formulated. We
recognize that as the trade, we are only able to comment and suggest.
Nonetheless, we think it important that consensus be reached on as much
of the new regulations as possible prior to their implementation,
thereby enhancing compliance with the law and facilitation of trade.

Having said this, however, we are concerned that the trade groups with
which Customs seems to have spent the most time are all Washington D.cC.
or East Coast based. As a law firm representing clients who do
business throughout the country, we are aware that problems and
perspectives differ depending on where in the country you deal with the
agency.

While we agree that the trade should have input regarding the new
regulations, we nonetheless disagree with Customs on a number of
issues. For example, it appears that the general importer record
keeping program which Customs intends to implement goes far beyond the
requirements of the Mod Act.

While not a direct result of the Mod Act, we note that Customs is
seeking to materially revamp its in-bond program. While we recognize
that the impetus to do so comes from the efforts of the General
Accounting Office (GAO), it appears to our clients that GAO's
conclusions are faulty due to a lack of understanding of what in-bond
is or how the program really works. For example, we hear that GAO
claims Customs has no accountability over what first arrives and what
is ultimately delivered. From our experience we know that sealed
containers {ocean and air) form the backbone of transportation. High
security seals exist for the express purpose of insuring that the cargo
stowed into the container is the same as that which is delivered.
Despite the level of security which has developed, as much to avoid
theft as to comply with Customs bonding requirements, we are being
presented with a proposal by Customs which would, in effect, do away
with in-bonds, a particularly vital form of transportation for inland
ports.

Next there is the revamp of the Customs computer. We contend that any
change to the existing system should include cross-references so that
any one group within Customs can access a database which tells it how
many times the same shipment has previously been examined. In
addition, the number of examinations of any one shipment should be
better coordinated.



269

Because we represent companies of all sizes, we also believe that
individual importers (and their designated non-broker agents) should be
able to access information about them maintained in the Customs
computer. We understand there is some discussion about making
terminals available at individual ports. We think in this day and age
that modem access from individual personal computers (with appropriate
security controls) should be the norm.

There are also a number of areas where Customs has been sparse with the
proposed regulations. We here think about reconciliation, importer
summary statements and liquidation. These subjects are favored by the
trade as ways to streamline the operational and financial relationship
between individual shippers and Customs. We urge Customs to more fully
develop proposed regulations on these topics as soon as possible. We
recognize some of the delay is the result of analyzing exactly what
should be expected of the new computer system but this process, too,
should be available for comment by the trade.

In general, we acknowledge that Customs has done much over the last few
years to cement its relationship with the trade. The manner in which
it has approached implementation of the Mod Act is a good example of a
public-private partnership which works to the benefit of both sides.
While we continue to believe that private sector involvement in
regulation drafting is an imperative, we also acknowledge that for
private industry to appropriately plan for the future, we need to see
these regulations formally proposed soon. We urge Customs to act with
all deliberate speed. We recognize that there are many interests
competing for Customs resources. In the course of finalizing its
approach on reorganization and the Mod Act, we want to urge both
Customs and the Congress to be sure to seek input from voices from all
over the country so that a complete picture can be obtained before
making the final decisions.

Thank you for considering our comments. If we can provide any further
information, please feel free to contact us.

Very truly yours,

SUSAN KOHN ROSS
SKR:mjw
Corres\922-22.022
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Testimony of the

SMALL BUSINESS EXPORTERS ASSOCIATION

This testimony is presented by Hugo Blasdel, Vice President of Blasdel and Company, a
software company that assists American companies in exporting. Our clients account for $5
billion in annual exports or roughly one percent of this nation’s exports. I serve as chair of the
Regulations and Automation Committee of the Small Business Exporters Association.

Our testimony concerns Customs Modernization and Reorganization, not with respect to
the changes authorized by Congress, but with respect to Customs’ internal initiatives to
dramatically change the way they deal with exports. Customs plans an Automated Export System
(AES) which will electronically capture and scrutinize every export before it ships. However,
exporters and those who help them export are not prepared to provide the great quantities of
data in the timeframe proposed nor to correct any problems found by Customs before shipping.
Most exporters do fewer than a shipment a day, so they may not be automated at all.
Automated exporters have data systems designed to meet existing requirements but massive
reprogramming would be required and connections made between systems that have not had to
be connected before. Staff will be required to handle the new, and urgent, requests for
correction of data prior to export.

Customs says that AES is in response 1o the National Performance Review Information
Technology initiative 06. While it does bear on improving statistics, nothing in 1T06 mandates
collecting data in advance or suggests that the existing automated system is inadequate. AES will
not provide data to the exporter about laws and regulations pertaining to export, or government
opportunities to assist exporting. NPR is intended to make government work better, and
automation can do that, but not AES as planned. AES will create a new electronic bureaucracy,
and the results for the exporter will be greater costs. Even Other Government Agency Referrals
(OGARs) for review and eventual response will be automated at the Customs end while the
shipment is held. This automation not only misses the letter and spirit of NPR, AES misses any
definition of "customer service”.

It is a matter of serious public policy concern whether this nation can put such a high
premium on the quality of statistics and totality of enforcement that we construct a new barrier
to exports. According to the Department of Commerce, each billion dollars in exports results in
at least 16,000 jobs. Any added operational overhead or substantial investment by exporters can
only have a negative effect by increasing their cost or decreasing profitability. If this new
electronically bureaucratic approach discourages only a few percent of new exports and makes
only 1% of existing exports unprofitable, or unienable in the highly competitive world market, it
will cost more than $5 billion and 80,000 jobs.

While these estimates will certainly be debated, before proceeding with AES we need to
know what the effect will be. The increased burden will be disproportionate on small exporters
who lack the economies of scale the big exporters can bring to bear. Yet it is the small and
medium sized exporter, exploring new opportunities, that holds the possibility for much needed
growth. The 80% of companies which could export, but do not, are the ones which show the
greatest opportunity, but with this new sysiem there will be even less incentive for them to
become exporters.
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What are the goals of AES? The Small Business Exporters Association (SBEA) is very much in
favor of government modernization and efficiency, and fully supports the efforts to properly
control exports and to track them, but believes it is contrary.to the public interest to
unnecessarily decrease the competitiveness of American products. We believe that while the
overall goals of the AES are commendable, the methods chosen and means used are
shortsighted, inefficient, and where potentially useful, unachievable. AES goals, as of Version 1.2
on Saturday, December 31, 1994 are to:

4 be a repository of, and gateway for, export data for all agencies

4 improve the collection of Harbor Maintenance Fees

4 improve the timeliness and qualily of trade statistics

4 support the enforcement mission of Customs and provide a paperless process.

How does SBEA view these goals?

4 As a repository, both the Bureau of Export Control and the Office of Defense Trade
Controls have indicated no interest in having Custioms handle their licensing even though
a harmonized process, across all agencies, would benefit exporters.

- The collection of Harbor Maintenance Fee on export shipments is unconstitutional as a
tax on exports under Article 8 Section 9 Clause 5 of the U.S. Constitution. Building a
system to collect it makes no sense.

> Statistics are compiled on a month to month basis and have been satisfactory when
submitted by the 10th of the following month, so given good data timing is hardly a
problem. Correcting data after export can be handled without the threat of holding the
goods. If making requested corrections is a problem, then the fix for the exporter is to do
it right the first time.

4 That leaves only the fourth objective, automated enforcement, and the question of
whether the expected increase in enforcement, and saving of government paperwork, is
worth the cost in exports.

Exporters can choose the Census Automated Export Reporting Program (AERP) which
has existed for 25 years. One exporter spends $1,000,000 a year doing just that to save money
and eliminate paper, but few exporters can alford 1o be that efficient. We feel that given support,
more exporters would use an electronic method. However, when paper is cost effective, is it
reasonable for the government to force automation on an exporter for a few shipments a day?

What will AES do? Unlike the Mod Act which allows for the transfer of considerable
responsibility to the importer, subject to audit and pcnalty, and reducing government expense,
the Automated Export System will, in simplified form:

> require all exporter data in advance of shipment rather than later (which is now the
practice except for licensed shipments);
- subject export shipment data to intense edit checks, relerring any discrepancies for
* immediate resolution;
> initiate Other Government Agency Relerrals (OGARs) on passing those edits that may
be indicated; and finally
4 clear the goods for export only if not held or called for inspection.

A system of automated enforcement targeting makes sense when ail the data is already required
for tariffs and quotas, not to build a system just to provide the data for targeted enforcement.
Customs’ outbound mission statement is "to maximize enforcement . . . while maintaining
facilitation”. The problem may be that Customs does not measure facilitation or know what it is
they intend to maintain, so they are free to maximize cnforcement at any cost. There are now
7,000,000 exports a year, and 700 seizures for violations. Even if there were ten times that
number caught by an AES (7.000 seizures which is most unlikely), then 999 exports would pay
the penally of providing much more data, muclh sooner than existing automation, to catch the
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one bad one. This does not include the number of shipments that must be delayed for inspection
unnecessarily before catching that one bad shipment. On imports, only one container in seven
was checked in the effort to intercept drugs, so perhaps without AES it could be two in seven,
and more drugs intercepted. This checking also shows that "targeting” does not replace real
checking. No matter how sophisticated the computer, it can only check for consistency of data, it
cannot look inside the container.

How does AES compare to the present system? Collection of export statistics is already
automated in the Census AERP and it has met the need for accurate and timely statistics.
Companies that qualify with Census can submit a tape, disk, or modem transmission of their
Shippers Export Declaration (SED) by the tenth of the month following export. Census reports
that 23% of all data is received electronically, validated automatically, and used to produce
statistics. Similarly data on U.S. shipments to Canada is 32% of all SEDs and received
electronically from Canadian import authorities, so export is more than 50% automated already.
One method of further automating is to extend the relationship with Canada to other major
trading nations, so perhaps only 20% of exports would require any data submission to Customs.

Our comparison between AES and AERP/paper is not encouraging to the exporter, and
parucularly bad news for those already using AERP:

AES requires several times more data than AERP, some from multiple trading partners

in the export process such as carriers.

4 AES requires clearance in advance of export and gives notification of data to be
explained or corrected, rather than asking for and making any needed corrections after
the fact of export shipment.

> AES’s OGARs are not part of AERP. We have been told informally by both BXA and
State that they would not currently be considered useful.

4 AES will currently require using the import goods classification system rather than
allowing exporters to choose it or the more common (and simple) export classification
system as does AERP.

> AES will require massive reprogramming by those who have saved the government
millions of dollars by using AERP, penalizing them for their cooperation and making their
monthly submission drill a daily, if not hourly occurrence. One exporter estimates
reprogramming at $250,000. Those exporters without the economies of scale only pay
more per shipment. The U.S. export community includes 5000 frequent exporters, and
another 100,000 participating at some level and hopefully increasing.

> AES will not use the international standards for data inlerchange, EDIFACT until it is
"endorsed as the international standard” but the standard has been in Status 2, the highest
level of endorsement for years now and is even used by Customs for import processing.
If these international data standards are not fully supported, a company like Kodak which
is 100% international standard, and other highly competitive American companies, will
have to shrink their complete internationally formatted data into a less adequate format
merely to satisfy Customs. Blasdel and Company’s own software product, TransExport, is
oriented to the international standard as the only logical one for international trade. We
see no benefit for our customers to edit down the data just to meet a government
requirement.

4 AES does not accept ordinary modem data transfers as AERP does. It requires using a
third party with connect and carrying charges as well as expensive encoding software
(translators). It ignores the Internet which could convey the data for a low monthly fee
and even provide direct client/server interaction.
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> AES will automate the collection of Harbor Maintenance Fees, but AERP could be
similarly automated and fees could be collected on the basis of the paper SEDs (if
Customs actually collects the paper and verifies the exporter ID on them), provided the
fees are not deferred pending their being declared unconstitutional.

4 AES will mix statistics with enforcement compromising both objectives. Lawbreakers will
be especially careful with their data, perhaps sending test shipments of the same weight
and cube to assure safe passage. Those exporters who would do their best to provide
correct data would be penalized when that did not work and be pushed to provide data
that did work even if not entirely accurate. This principle applies to your personal
Census form, which IRS is not allowed 1o review so as not to bias reporting.

4 AERP does all that AES will do for statistics; AES is an enforcement mechanism.

It may make sense to build an electronic system to handle licensed shipments (Customs
estimates a savings of 80 person-years), especially since the Other Government Agencies can
provide license data electronically with little additional input from exporters. Since license
management is a major problem for both Customs and exporters whose shipments are delayed by
those person-years of arcane paperwork, it would benefit both Customs and the Trade to
automate that system, and then look to what else would facilitate exports.

Who has what interests here? Apparent conflicts of interest have been present in the
development of the AES. There is a Trade Resource Group, initiated by Customs with the
membership initially controlled by Customs. It began as five carriers, four forwarders, three
highly automated major multi-national corporations as exporters (Ford, TI, 3M) and a few others.
Small exporters and automation vendors, who collectively represent the entire growth potential
for automating the export process, have been excluded.

Carriers have a special interest in AES since they have been fined for not submitting
paper declarations about the exports which maich the cargo lists. Sealand invested over $100,000
in the failed Charleston pilot project. Forwarders, particularly brokers, have been enthusiastic
about the additional opportunities to be of service. Brokers are particularly familiar with
Customs while those forwarders whose business and expertise is primarily export would be at a
disadvantage. Recently surety companies who would bond the forwarders and exporters to
submit correct data and Harbor Maintenance Fees, have offered their support for the system. It
looks like such an AES could fund a whole industry, while making American exports just that
much more expensive and less competitive on the world market. Entry into exporting becomes
that much less likely for any company not already doing it.

While outnumbered on the Trade Advisory Group by a significant margin, exporters have
made no secret of their position that the system olfers them no significant advantages and many
costly drawbacks. SBEA is here 10 say that if the big exporters have a problem with the cost and
difficulty of the proposed system, the small exporter will have even more problems as a result of
it, and the new exporter will have one more reason not to export.

What are the alternatives? While SBEA strongly objects to this Automated Export System, we
can conceive of an automated system which makes our exports more compelitive:

> Encourages good statistics and {ull compliance by providing all data about goods and
trading partners available from any agency. in one easily accessible place.

> A system which will optionally register who we deal with and what we ship and could
advise us of any changes in law or regulation that would affect what we do.

4 It could provide a way, not require it, for this registration data to feed licensing

applications, and be available as preclassification ol our goods, and identification of our
trading partners when we go to ship.
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4 Since all questions about goods or partners would optionally be addressed in advance, we
would have no surprises.
> Since the government could compute all the measurements it needs from prefiled data, all

it would need on export is an ID quantity and price, and the IDs of the Trading Partners,
a fraction of the data that even AERP collects, but much richer statistically with the
stored data linked to it. We could even provide the Standard Industrial Class data as
part of prefiling data that the National Academy of Sciences identified as critically missing
(which is not part of AES). Prefiling could also address hazardous goods classification as
well as all export control issues.

A wide variety of international trade data, from the U.N. on who imports what from whom, as
well as all that Census data, could be available to the exporter along with country specific
requirements. By facilitating compliance, increasing it while reducing its cost, and providing
proactive updating as well as valuable trade data, the path to data collection would be paved with
benefits to be realized rather than costs 1o be borne.

Given their track record over three years with all emphasis on enforcement, it is unlikely
that Customs would truly support such an AES. It would need to be managed by another agency
with Customs as one of many clients, perhaps hosting the data processing. The system should be
responsive to, but certainly not driven exclusively by, enforcement interests. Participation, via
storing data for proactive notification, and submission of export and license data would be
voluntary, but mutually beneficial, and certainly not required until a year after a high percentage
of exporters switched over to it and then perhaps only for controlled exports. Even there we
would advocate an exception for exporters doing less than one hundred licensed shipments a
year. These could continue to use a paper process if they chose, with the government doing any
needed data entry as a way of encouraging entry into international trade.

In review of this concept and to assess and remediate the shortcomings of AES, we
would ask that:
> An independent review of AES be conducted. perhaps by GAO, with respect to the

broad policy interests, statistical needs, and law enforcement practices, of the United

States with a special emphasis on exploring less costly more effective means of obtaining

the same ends. We also encourage NPR review of this rcgulator.

> "While maintaining facilitation” be defined in its fullest sense and Customs held generally
accountable for measuring and maintaining it.
> While the Customs cost/benefit study considered only the cost to the government, we

would ask that the government not save a dollar only to require that each of the 5000
frequent exporters spend several dollars.

> Separate official advisory groups of exporters and trade facilitators (automation vendors,
carriers, forwarders, etc.) be created to assure that our exports are not unnecessarily
compromised by any conflict of interest.

4 Collection of Harbor Maintenance Fees, as a short term problem pending the litigation
challenging its constitutionality, and the financial issues associated with it, not be part of
the design of an AES.

4 Exporters doing less than three shipments a day be exempt from automation. They could
continue to use a paper process without penalty.

4 All trading partner and product/goods data be prefiled and precleared so that all that

needs to be reported are IDs, quantity and price; although reporting all data at one time
should continue to be possible for those who choose to.

4 In exchange for pre-filing, the government proactively advise the exporter of any change
in law or regulation pertaining to prefiled data.

4 Fundamentally, that an AES be developed to represent the best that American expertise



275

in automation can offer to facilitate exporting, rather than automating the worst of the "gotcha”
bureaucratic enforcement mentality as a deterrent 1o exportling.

> AES should exceed the highest expectations of the Mod Act rather than perpetuating in
exporting the ills it was designed to cure which afllicied importing.
4 Finally, to share the burden of unnecessarily held shipments, we ask that Customs, like

IRS on refunds overdue without explanation, be required to pay interest, until the next
boat or plane out, on the value of the goods as small recompense to the disservice done
the exporter and the foreign customer.

We suggest that the nationa!l interest and the balance of payments are served by a
voluntary system offering adequate paybacks. The use of automation is a matter of simple
business logic in that it pays. Such an investment in exporting will-benefit the nation even more
than it benefits individual exporters, improving the balance of payments, and providing quality
jobs.
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104TH CONGRESS
n2s H R.553

To provide, temporarily, tariff and quota treatment equivalent to that ac-
corded to members of the North American Free Trade Agreement
(NAFTA) to Caribbean Basin beneficiary countries.

IN THE HOUSE OF REPRESENTATIVES

JANUARY 18, 1995

Mr. CRANE (for himself, Mr. SHAW, Mr. GIBBONS, and Mr. RANGEL) intro-
duced the following bill; which was referred to the Committee on Ways
and Means

A BILL

To provide, temporarily, tariff and quota treatment equiva-
lent to that accorded to members of the North American
Free Trade Agreement (NAFTA) to Caribbean Basin
beneficiary countries.

1 Be it enacted by the Senate and House of Representa-
2 tives of the Uniled States of America in Congress assembled,
3 SECTION 1. SHORT TITLE. '

4 This Act may be cited as the ‘‘Caribbean Basin Trade
5 Security Act”’.

6 SEC. 2. FINDINGS AND POLICY.

7 (a) FINDINGS.—The Congress finds that—

(vin
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(1) the Caribbean Basin Economic Recovery
Act représents a permanent commitment by the
United States to encourage the development of
strong democratic governments and revitalized
economies in neighboring countries in the Caribbean
Basin;

(2) the economie security of the countries in the
Caribbean Basin is potentially threatened by the di-
version of investment to Mexico as a result of the
North American Free Trade Agreement;

(3) to preserve the United States eommitment
to Caribbean Basin beneficiary countries and to help
further their economic development, it is necessary
to offer temporary benefits equivalent to the trade
treatment accorded to products of NAFTA mem-
bers;

(4) offering NAFTA equivalent benefits to Car-
ibbean Basin beneficiary countries, pending their
eventual accession to the NAFTA, will promote the
growth of free enterprise and economic opportunity
in the region, and thereby enhance the national se-
curity interests of the United States; and

(5) increased trade and economic activity be-

tween the United States and Caribbean Basin bene-
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ficiary countries will create expanding export oppor-

tunities for United States businesses and workers.

(b) PorLicy.—It is therefore the policy of the United
States to offer to the products of Caribbean Basin bene-
ficiary countries tariff and quota treatment equivalent to
that accorded to products of NAFTA countries, and to
seek the accession of these beneficiary countries to the
NAFTA at the earliest possible date, with the goal of
achieving full participation in the NAFTA by all bene-
ficiary countries by not later than January 1, 2005, |
SEC. 3. DEFINITIONS.

As used in this title:

(1) BENEFICIARY COUNTRY.—The term ‘‘bene-
ficiary country” means a beneficiary country as de-
fined in section 212(a)(1)(A) of the Caribbean Basin
Economic Recovery Act (19 U.S.C. 2702(a)(1)(A)).

(2) NAETA.-—-The term .“NAFTA” means the
North American Free Trade Agreement entered into
between the United States, Mexico, and Canada on
December 17, 1992.

(3) TRADE REPRESENTATIVE.—The term
“Trade Representative” means the United States
Trade Representative.

(4) WTO AND WTO MEMBER.—The terms
“WTO” and “WTO member” have the meanings
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4
given those terms in section 2 of the Uruguay
Round Agreements Act.

TITLE I—RELATIONSHIP OF
NAFTA IMPLEMENTATION TO
THE OPERATION OF THE CAR-
IBBEAN BASIN INITIATIVE

SEC. 101. TEMPORARY PROVISIONS TO PROVIDE NAFTA
PARITY TO BENEFICIARY COUNTRY ECONO-
MIES.

(a) TEMPORARY PROVISIONS.—Section 213(b) of the
Caribbean Basin Economic Recovery Act (19 U.S.C.
2703(b)) is amended to read as follows:

“{b) IMPORT-SENSITIVE ARTICLES.—

“(1) IN GENERAL.—Subject to paragraphs (2)
through (5), the duty-free treatment provided under
this title does not apply to—

“(A) textile and apparel articles which are
subject to textile agreements;

‘ “(B) footwear not designated at the time
of the effective date of this title as eligible arti-
cles for the purpose of the generalized 'system
of preferences under title V of the Trade Act of
1974;

“(C) tuna, prepared or preserved in any

manner, in airtight containers;
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“(D) petroleum, or any product derived
from petroleum, provided for in headings 2709
and 2710 of the HTS;

“(BE) watches and watch parts (including
cases, bracelets and straps), of whatever type'
including, but not limited to, mechanical, qu